University of Mississippi

eGrove
AICPA Annual Reports

American Institute of Certified Public
Accountants (AICPA) Historical Collection

1970

Proceedings: Annual Spring meeting of Council of the American
Institute of Certified Public Accountants, Boca Raton, Fla., May
4-6, 1970
American Institute of Certified Public Accountants. Council

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_arprts
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
American Institute of Certified Public Accountants. Council, "Proceedings: Annual Spring meeting of
Council of the American Institute of Certified Public Accountants, Boca Raton, Fla., May 4-6, 1970" (1970).
AICPA Annual Reports. 275.
https://egrove.olemiss.edu/aicpa_arprts/275

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in AICPA Annual Reports by an
authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.

PROCEEDINGS

ANNUAL SPRING MEETING OF COUNCIL
of the

AMERICAN INSTITUTE OF CERTIFIED
PUBLIC ACCOUNTANTS

Boca Raton Hotel and Club
Boca Raton, Florida
May 4-6, 1970

Martin

C.

Johnson Reporting Service, Inc.

Hearings

•

Conventions

•

General Reporting

ONE PARK AVENUE, NEW YORK, N. Y. 10016
MUrray Hill 3-6929

REPRESENTATIVES IN PRINCIPAL CITIES

1

TABLE OF CONTENTS
Monday Morning Session
May 4, 1970

Page

Call to Order by President Louis M. Kessler....

1

Introductory Statement by President Kessler....

1

Remarks by Mr. F. Ellsworth Baker.............

2

Announcement of Quorum...............

3

Election of Bernard Barnett to Council........

4

Designation of Secretary Lawler to tally
ballots....................................

4

Election of Seven Members to Trial Board......
Election of Executive Vice President and
Administrative Vice President-Secretary.. .

4
5

Approval of Mail Ballots Nos. 423 - 429 ......
Approval of Minutes of October 4-6, 1969
Meetings....

6
7

Report of Financial Statements of the Institute
by Mr. Walter E. Hanson...................
7

General Report of Board of Directors, by
Mr. Kenneth L. Thompson.................

25

Address, “The APB in a Time of Change,” by
Mr. LeRoy Layton...........................

40

Presentation, "Management Advisory Services:
Its Place in the Profession”
Mr. Jordan L. Golding.....
63
Mr. Joseph E. Carrico.....................

83
65

Mr. C. Craig Bradley......................

75

Question and Answer Session...............

90

ii

Monday Morning Session
May 4, 1970 (Cont’d)

Page

Address, "The Disadvantaged Program: One
Year Later," by Mr. Edwin R. Lang...........

94

Report of Committee on Awards, by
Mr. Louis H. Penney........................

95

Tuesday Morning Session
May 5, 1970
Call to Order by President Kessler............

99

Announcement of Quorum.........................

99

Report of Executive Vice President, by
Mr. Leonard M. Savoie........................

99

Address, "Tax Responsibilities -- A Turning
Point," by Mr. William T. Barnes..........

113

Address, "Lawyers and CPAs: A New Era in
Cooperative Relations," by Mr. George M. Horn 115
Report of Chairman of Golf Tournament, by
Mr. Roger Wellington.... ......

127

Address, "Our Mutual Interest in Accounting
Education for the ’70s," by Mr. Norton M.
Bedford....................................

134

Address, "A New Approach to State Legislation,"
by Mr. William T. Diss..........
153
Question and Answer Session...............

176

Address, "Change is the Challenge in Auditing,"
by Mr. Thomas L. Holton................... 192
Address, "A Preliminary Assessment of the
Implications of the Continental Vending
Case," by Mr. David B. Isbell.............. 209

ill

Page

Wednesday Morning Session
May 6, 1970
Call to Order by President Kessler............

238

Announcement of Quorum......................... 238

New Business

and Forum

Remarks by

Mr. Thomas B. Flynn.............. 239

Remarks by

Mr. Wallace E. Olson.............

248

Remarks by

Mr. John Lawler..................

250

Remarks by

Mr. Leonard M. Savoie............

256

Remarks by

Mr. Joseph Fritzmeier............

266

Remarks by

Mr. David B. Isbell..............

272

Remarks by

Mr. A. Waldo Sowell, Jr. ........ 276

Remarks on Connecticut Situation by
Mr. Murray R. Glass.................

281

Mr. Bernard Barnett........................ 286

Remarks

byMr. William T. Barnes.............. 292

Remarks

byMr. Stuart Shackney...............

296

Remarks

byMr. William Bruschi...............

303

Remarks

byMr. Marshall S. Armstrong........

309

Introduction of Nominees by Mr. Armstrong..... 313

Address, "NASBA’s Role in the Accounting
Profession,” by Mr. Willard G. Bowen......

316

Address, ”The Institute and State Societies,”
by Mr. Victor A. Feldmiller..........
317

iv

Wednesday Morning Session
May 6, 1970 (Cont’d)
Address, "The Issue of Concurrent Membership,"
by Mr. Gordon W. Tasker...................

Page

325

Report of the Administrative Vice President by
Mr. John Lawler... ......................... 334

Adjournment ..........

337a

1

MONDAY MORNING SESSION
May 4, 1970

The Annual Spring Meeting of Council of the
American Institute of Certified Public Accountants con

vened in the Great Hall of the Boca Raton Hotel and

Country Club, Boca Raton, Florida, at 9:10 o’clock a.m.,
Mr. Louis M. Kessler, President, presiding.
PRESIDENT KESSLER:

Gentlemen, will you take

seats, please.

I think we have a fine meeting room here.

I hope the microphones work; I hope the acoustics are
good; I hope you can all hear me.

I have often said in

hotels the microphones go on the fritz; we can send a man
to the moon, but we can’t get a public address system
that doesn’t go on the fritz at some time or other.

We have above us in the back there (indicat

ing) something that looks a little bit like Mission Con
trol.

I hope everything works out.
Can you hear me all right in the back of

the room?
I would like to welcome you to the 1970

spring meeting of Council.
(Thereupon President Kessler read
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the introductory statement which
was not stenographically reported

per the instructions of Mrs. Bea
trice Sanders.
During the course of the presenta
tion, the following proceedings

were had:)
PRESIDENT KESSLER:

I am pleased to introduce

to you now, F. Ellsworth Baker, better known as Frank,
Executive Vice President of Reid & Carr, administrators

of the Institute's Insurance Program.

Frank is sitting over here with Jack
Inglis, chairman of the insurance trust, and I would like

to ask Frank to come up and say just a few words at this
time.

Frank?

(Applause)

MR. F. ELLSWORTH BAKER:

Of course, I am very

much complimented and very grateful to the Institute and
this distinguished body for inviting my wife and me to

come down and enjoy the typical Florida weather.
As a matter of fact, I am particularly

gratified because Antoinette will hear of the compliments
which you have passed out and that may improve my reputa
tion with her.
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Now, I do feel that it would be ungrateful

indeed of me to take your time this morning when you have
so much to do, but I do want to say that, after all, this
job has been done by CPAs.

This job has been done by a

group of dedicated men who have served on your committees

for the last 23 years; it has been done by the staff of

the Institute and I have just acted as kind of a coordi

nator, you might say, merely to provide the vehicle
through which you might get better benefits at lower

prices than if you were not to do it at all.
So, again, many thanks and I will be look

ing forward to seeing you each individually as the week
wears on.

Thank you, Mr. President.
(Applause)

PRESIDENT KESSLER:

Thank you very much, Frank,

for all the years of creative and dedicated effort that

you have contributed to the accounting profession.
(Thereupon President Kessler

proceeded with the balance of

the introductory statement.)
PRESIDENT KESSLER:

Now we will proceed with our

official business, and the first item is to ask the
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obvious and that is, Mr. Secretary, do we have a quorum?
MR. JOHN LAWLER:

Yes.

PRESIDENT KESSLER:

The first item of business

is the election of Bernie Barnett to fill a vacancy on

Council until direct election from members in New York
created by the death of Herbert Mandell.

Do I have a motion to that effect?

(The motion was made and seconded
from the floor.)
PRESIDENT KESSLER:

"Aye.”

Opposed?

All in favor please say,

So ordered.

I would like a motion to direct the Secre

tary, Mr. Lawler, to tally the ballots in connection with
the direct election of Council members, which is a new

procedure going into effect, and I think it is entirely
in order that the secretary be so designated.
May I have a motion to that effect?

(The motion was made and seconded
from the floor.)

PRESIDENT KESSLER:

All in favor?

Opposed?

So ordered.
The next item is the election of seven

members of the Trial Board for three-year terms commencing,
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May 31,
1970.

The Board of Directors recommends H. Ed

ward Brunk, Jr., of Pennsylvania; R. Neal Fulk of Illinois;

George E. Greene of Indiana; Bernard B. Isaacson of Dela

ware; George W. Sinderson of Missouri; Marvin L. Stone of
Colorado; E. Palmer Tang of Minnesota.
Are there other nominations?
If not, may I have a motion to direct the
casting of a unanimous ballot for these seven members?

(The motion was made and seconded

from the floor.)
PRESIDENT KESSLER:

All in favor?

Opposed?

Thank you very much.

Now we have a very difficult item.
may go into extended discussion.

This

And if you want to speak,

I ask you to use one of the floor microphones.

But under our new Bylaws, the new operat
ing procedures, we are to officially elect an Executive

Vice President and an Administrative Vice President of
the Institute.

And it may surprise you, but the Board of

Directors recommends Leonard M. Savoie and John Lawler,
respectively.

Would someone care to make a motion that

these gentlemen be elected?
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(The motion was made and seconded

from the floor.)
PRESIDENT KESSLER:

Now it is open for discussion

and if you care to discuss it, as I say, please use the

floor microphones.
(There was no response.)

PRESIDENT KESSLER:

May we cast a unanimous

ballot in favor of these two gentlemen?
All in favor please say, "Aye."

Opposed?

John, you are still in business, and Len.
The next item is something that I think we

need to do to make everything legal.

It is a little dif

ficult for you to act upon it except that you all re
ceived ballots through the mail for the election of mem

bers to the Institute.

You were supposed to place an "X”

in the box, sign it, and so on.

So we have ballots Nos. 423 to 429, inclu

sive.

Everything has gone along very nicely, and those

members would like to be officially elected to the Insti

tute and I would like your approval of mail ballots that
go from September through March, 423 to 429.

(The motion was made and seconded
from the floor.)
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PRESIDENT KESSLER:

All in favor?

Opposed?

Thank you very much.
Now there is another item that usually
takes a lot of time at the Council meetings and that is

the approval of the Minutes of the preceding meetings,
October 4th and 6th.

May I have a motion that we approve the

Minutes of the last meeting?
(The motion was made and seconded

from the floor.)
PRESIDENT KESSLER:

Any discussion?

You have

all seen them.

All in favor please say, "Aye.”

Opposed?

Thank you very much.
Now I believe we can get down to business.
Walter Hanson, assisted by Arnold Palmer--

(laughter)--will present the Financial Statements of the

Institute, and we are going to vacate this front table so
we can use the overhead viewer.
Walter?
MR. WALTER E. HANSON:

While they are getting

the screen down-- Gee, and they are lowering me, too.

(Laughter)
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This is a highly mechanized organization
that we have here these days.

I thought I might touch on the one floor
question that we got at the last meeting as to the basis

of accounting of the American Institute of Certified
Public Accountants.

of accounting.

We are on a modified accrual basis

And when I pursued that further as to

what was cash and what was accrual, George Taylor answered
it

along

the vein that we use accrual accounting for

those accounts that we want to.

(Laughter)

Inasmuch as we have to be the pillar of

the financial community, the Board of Directors took these

comments quite seriously and in their meeting in Dallas,
I believe it was in February, authorized a study team

composed of the Treasurer, the Comptroller, and the three

members of the Budget and Finance Committee to review
this entire matter.
We have done so.

We have also enlisted

the aid of the Institute’s auditors and are in the process

of finalizing our recommendations along this line.

Basically the biggest impact of the absence
of accrual accounting rests in the area of fixed asset ac
counting and also in the publications and professional
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development areas.
Based on the information we have to date,

and barring any unforeseen problems during the remainder
of our study, it looks as if it will be our recommenda

tion that the Institute go on a full accrual accounting

basis effective with the next fiscal year.
This will require, of course, putting to

gether the budget for the next fiscal year on a full
accrual basis of accounting.

But our group is to make a report to the
full Board of Directors at its July meeting.

So we are

making some progress along this line.
The other area, of course, that might be

affected is the policy we have had in the past of not

writing our securities portfolio up or down too markedly.
As you know, looking at the financial statement, you will

see that there is about a $200,000 gap between the cost

of our securities and their present market value.

We are also taking a hard look at that and
will also have recommendations along that line for the

Board of Directors meeting in July.

Now, you have all received the financial
statements for the first six months of the Institute’s
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fiscal year which ends February 28th.

Those of you who have not been at Council
meetings before, you should know that the management and

service charges, along with all salaries and overhead,
have been prorated to all activities and projects in the

presentation of these financial statements.

As a result

of this allocation, the revenue producing activities of
the Institute are shown on a net cost basis.

Now, George, if we can have Slide No. 1?
(Showing slide.)

This slide shows in brief the total income,

expense, and net income for the first six months of
fiscal 1970.

The operating figures for the same period

of last year are shown in the right hand column.
As you can see, revenue exceeded expenses

through this period by $93,000.

This was $19,000 less

than the amount budgeted.
Although the net income for this period is
fairly close to budget, you will note that the net cost
of revenue producing activities did show a rather large

deviation.

(Showing slide.)
The next slide summarizes the four revenue

producing activities.

As can be seen from these figures,
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magazine publications and miscellaneous publications pro

duced rather wide swings as compared to budget.

These

deviations will be explained in more detail on later

slides.

(Showing slide.)
This next slide summarizes the expenses of

other activities by main areas as compared to the budget
for the six-month period.

Again we show the actuals for

the same period last year.

There are deviations from budget in these
expense classifications but, for the most part, the dif

ferences are caused by the staff spending time on activi

ties different from those budgeted.
The provisions for the inability to fill

staff positions was more than realized.

The salaries

budgeted for this six-month period, but not spent, totaled
approximately $60,000.

About half of this saving was in

the revenue producing activities leaving an actual savings
for expenses, for other expense items, of approximately

$30,000.
As you can see in this slide, this was

about $10,000 more than was provided for in the budget.
The overall cost of all these activities,
however, is extremely close to budget.

(Showing slide.)
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This next slide summarizes the total in

come and expenses, the net income, again, for the six
months period.
The last, however, shows the deviations

compared to the budget for the various headings.

The decrease in income from dues, invest
ments, and sundries is entirely the result of losses on

sales of securities amounting to $69,000.

Since the

deviation for the net cost of revenue producing activities
is the largest under the expense section, we will leave

the explanation of this difference 'til last.

The smaller reimbursement for accounting

research is the result of less expenditures than budgeted
for this activity, although we feel this will wash out

by year end.
The deviation of $17,000 for expenses of

other activities is not very large compared to the over
all totals; however, I think it might be interesting to
look at the details because they do vary by account.
(Showing slide.)

This is the detail of the $17,000 summariz
ing the expenditures which exceeded budget under the same
heading as you will find them on your financial statements
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As you can see, while none of these devia
tions are large, they do add up to a total of $27,000

which, again, was offset by the $10,000 for salaries

budgeted but not spent.
The largest expenditure not budgeted per

tains to transferring the membership records of the
Institute to the computer.

We had hoped that this change-

over would have been completed before the beginning of

the current fiscal year, but such was not the case.
The extra expenditures under the heading

of Federal Government and Taxation represent added costs
for work done by the Federal Taxation Division in connec

tion with the Tax Reform Act of 1969.

(Showing slide.)

The next chart is a bar chart.

It shows

at a glance the net costs of the various revenue producing

activities as compared to budget.
Although the number of papers graded for

the fall CPA examination exceeded budget, so did the cost

of grading.

The basic rates that we had to pay to the

graders were higher than in previous years, and there are
also extra charges for staff time because of a turnover

in personnel.

So there is a wash on the increase in costs

versus the increase in revenues in that item.

14

The deviations for the other activities

included on this bar chart are summarized on the next
three slides.

(Showing slide.)
This slide summarizes the income and ex

penses for magazine publications.

Now, this includes,

as you know, the Journal of Accountancy, the Management
Services magazine, and our new publication, the Tax

Advisor.

You have to keep in mind that our costs this

year include the start-up costs for the Tax Advisor maga

zine.
Subscription income was less than budgeted
and represents a small decrease in the paid subscriptions
for the Journal as compared to our expectations.

Part of

this we feel is accounted for by the fact that this is the
first year to feel the full impact of the subscription

price increase which became effective January 1, 1968.
There is a feeling that we did lose some

subscribers as a result of this increase.

The added revenue from advertising income

compared to budget offset the decreases for list sales
and other income.

The prices paid for printing and paper

were more than had been calculated in the budget.
The extra expenditure for editorial,
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production and administration represents staff time charges

from the Federal Taxation Division for Tax Magazine in
excess of the amount we had originally contemplated.
More money was spent on the promotion for

the Management Services magazine in an effort to bring
the subscription level of this particular publication back
up to budget levels.

I am pleased to report that these

efforts were successful and we now have the subscription
level back up to the level we previously anticipated.
The changeover to the computer for sub

scription lists on all of the magazines, as I indicated

earlier, was not completed until early April of this year
As a result of this, the cost of fulfillment, as they
call it, exceeded budget considerably.

This budget ex

cess will probably remain with us at the end of the year,

even though we do expect some of the other expenditures

to be less in the remaining six months.

But we can’t

escape the fact that there will be a total budget devia
tion resulting in the full year account because of this
item.

(Showing slide.)
The next slide summarizes the revenues,

costs, and deviations for the Professional Development
Program.
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As you can see, the deficit for the first
six months is slightly less than had been budgeted.
As we look at the revenue shown on the

first line we see that income was $74,000 less than
budgeted.

This represents a decrease of $91,000 in the

sale of CPA audio and new media materials as compared to
budget.

The sale of other course materials exceeded

budget slightly, resulting in a net decrease of $74,000
shown for the revenues.
The Director of the Professional Develop
ment Division expects the sale of CPA audio and the new

media materials to fall short of their budget estimates
by approximately $365,000 by the end of this fiscal year.
To adjust for this plans have been made,
however, to offset this reduction in revenues by reduc

tions in costs and expenses.
Because of the nature of the CPA audio

program, approximately 70 per cent of the selling price
is involved in direct cost items.

Therefore, you can make

substantial cost reductions as a direct result of not

making the sale, if you can get my point.
Basically most of the CPA audio material

is a purchase item so that as the sales drop off, we cut
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down on our purchasing of these items and therefore will

not entail as substantial a cost impact as you might get
from a sizable reduction as we have in this particular

item.
Expenditures for contractor’s fees budgeted
for course preparation has been curtailed and outlays for

promotion and inventory of other materials are also being

held to a minimum.
This failure to meet our budget in the CPA

audio area will also result in backing down on develop
ment of several of our courses because, as you know, we
are required to operate in the professional development

area on the basis, of break-even without an allocation of

overhead costs for management and service charges.
The lower part of this plate shows reduc

tions made in costs and expenses during the first six

months.

The expenditure for outside printing was pri

marily the result of changes in the tax laws late in 1969

and the inability of our own duplicating department to

produce the quantity of course material needed.
The printing cost is partially offset by

the reduction in charges from other divisions as shown

on the last section of this plate.
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Division directors still think that the

Professional Development Program will show a break-even

for this fiscal year, excluding, of course, the management
and service charges.

I believe it has been reported to you that
the Board of Directors in its March meeting, 1970, studied

the matter of the Professional Development Program and

passed a resolution that the management and service charges
should be included as an allocation against the Profes
sional Development Program by fiscal 1973.

So you can

see during the next three years there will have to be a

further study of the costsand revenues and prices for our

Professional Development Program.

(Showing slide.)

This next slide deals with miscellaneous

publications and they show the gross sales and net income
far in excess of our budgeted expectations.

We have no

way of knowing whether or not this will continue through
the rest of the fiscal year, but as of the end of April,

there was no decrease in orders for these publications.
As you can see, the cost of printing and

paper increased proportionate to the increase in sales.
Other expenses were exactly as budgeted.
There were, however, rather sizable deviations within
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the area of other expenses.
The lower portion of this slide summarizes

these deviations.

Virtually all of the salaries budgeted

but not spent for revenue producing activities show here

as a reduction in editorial and production costs as com

pared to budget.
This reduction in costs offset completely

the increase in expenses shown for the next three items.
Promotion has been continued as increased

sales indicated the profitability of further promotion.
Obviously, the increase in sales required added costs for
processing and shipping of the orders.
Since the management and service charges

of the Institute are distributed proportionate to overall

expenditures this cost also increased as our publication
sales increased.

(Showing slide.)

Now, to summarize again the overall opera
tions of the Institute for the six-month period, this
slide shows in graphic form, the total income and expense
for this period, both budgeted and actual.

As you can see, revenues exceeded expenses
by $93,000 and this was $19,000 less than the expected

net income for this period.

Although the budget for the
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full year calls for an excess of revenues over expenses

of $229,000, the loss on security sales may reduce this
figure to less than $175,000.

On the other hand, if we can keep up our

head of steam on the miscellaneous publications and they
continue at the rate experienced during the first six
months, the net income could be equal to the amount
budgeted; namely, $229,000, or slightly in excess thereof

A lot will depend on the remaining months of the fiscal
year.

While we don’t have a full balance sheet

this time, we do intend to discuss several items on the
balance sheet; namely, receivables and inventory.

(Show

ing slide.)
You will see on this slide which summarizes

accounts receivable as of February 28th, compared to the

same date in 1969.

As you can see, there is a sizable

increase.

In the second part of this plate you will
find the detail making up the figures shown on the balance

sheet.

Billings to the state societies went out quite

late and the amounts, because of the numbers taking the
exam, were quite a bit larger than usual.
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The increase in the receivables for mis

cellaneous publication sales reflects the tremendous in

crease in the overall sales of the publications as we

discussed earlier.
The receivables for the Professional

Development Program show an unusual increase for two

reasons:

One, the staff changes and training required at

the Institute delayed the necessary invoicing to state
societies; and secondly, the information required from
the state societies for billing was, in many cases, de
layed considerably.

I am pleased to report that the receivable
balances were cut by about $300,000 during March and are

in much better shape, although there definitely is a need
for continued efforts and additional efforts in the collec

tion area.

I think all of us, to reflect back on our own

operations, realize that collections are a little bit

hard to come by these days.

(Showing slide.)

The next slide deals with the inventory;

again, a sizable increase.

With the publication of the Tax Advisor
magazine it is only natural that our paper stock would

increase.

In addition to this, the paper required for
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other publications also resulted in increased inventories.
The increase in unrecovered costs of

publications, which represents only the printing and

paper costs, was caused by numerous reprints of publica
tions as well as unrecovered costs for new publications.

As you can see, we had no inventory of
CPA audio material at this time last year and that re

sults in an increase of $140,000.

I am told that we can

expect sufficient sales to liquidate this inventory on

the basis of our present sales prices.

(Showing slide.)

The next two slides summarize the securi

ties held for the general fund and for the endowment fund.

This first plate shows the general division
of the portfolio as well as the costs and market prices
as of February 28th.

Obviously, the costs of bonds far

exceeds the current market prices with a deviation there

in excess of $200,000.
Basically, looking at our general port

folio, I am advised by the Investment Committee that we
are looking for about a 25 per cent of the portfolio in

bonds and 75 per cent in common stocks or their equivalent
That's just taking the last two items, those percentages,

because we still need a heavy percentage involved in our
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short term obligations to meet the current needs of the

That takes between $500- and $700,000, depend

Institute.

ing on the time of year that we are talking about.

The

mix they are heading for is around 25 per cent bonds and

75 per cent common stock equivalent.

(Showing slide.)

This last slide deals with the endowment

fund and, again, the cost of bonds held in this fund ex

ceed current market prices but in this case it is par
tially offset by the increased value of the common stocks.

I would like to know how they came about getting those

good common stock prices in this day and age.
That's about it as far as the slide pre

sentation is concerned.

If you have any questions con

cerning anything I have said, or not said, we have the

microphones available and I would be glad to entertain
them.
PRESIDENT KESSLER:

Thank you very much, Walter,

and George.

Are there any questions or comments con
cerning the financial statement?
After all, coffee is not scheduled until

10 o'clock.
I see what you mean, Walter, we sort of go
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up and down here.

(Laughter)

this (indicating podium).

Besides that, I can work

I’m telling you, we have all

the facilities here.

Is everybody satisfied with the financial
statements?

You notice that they did comment about the

balance sheets this time.

Someone wanted to know some

thing about the balance sheet last Council meeting.

Well, I think this is a happy situation
and my schedule says coffee at 10 o’clock and come back

at 10:20, so let’s see if we can make it by 10:20 with
two or three minutes head start.

Thank you very much.
(Thereupon a short recess was

taken, after which the follow
ing proceedings were had:)
PRESIDENT KESSLER:

one announcement.

I have been asked to make

Elmer Beamer has reserved the Seville

Room on the second level of the Convention Center here,

and Council members and guests are cordially invited to

meet with several members of the Committee on Continuing

Education to discuss the committee’s report to Council,
and this will be an informal meeting and it will take

place tomorrow afternoon, Tuesday afternoon, from 3:30 to
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4:30 in the Seville Room.

At this time I will call on Kenneth L.
Thompson, a Vice President of the Institute, who will

give the report of the Board of Directors.
Ken?
MR. KENNETH L. THOMPSON:

Mr. President and

Members of Council:
(Thereupon Mr. Kenneth L. Thompson

presented the General Report of
the Board of Directors, which was

not stenographically reported.)
(Following presentation of the

portion of the report dealing
with Management Advisory Services,
the following proceedings were had:)

MR. THOMPSON:

Mr. President, in behalf of the

Board of Directors I move the adoption of this resolution.
PRESIDENT KESSLER:
resolution.

You have all heard the

Is there a second?
(The motion was seconded

from the floor.)

PRESIDENT KESSLER:

It is now open for discus

sion and I will read to you 3.6.1 of the Bylaws (reading):
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The Council may designate any committee

or board as a Senior committee or board.

The ap

pointment by the President of members to Senior
committees or boards shall require the approval of
the Board of Directors.

The duties, powers, and

responsibilities and procedures of Senior committees

and boards shall be as the Council may prescribe.
The question is now before you for discus

sion .
Would anyone care to speak to the motion?
MR. MAX MEYERS:

Mr. President, I am Max Meyers

from Missouri.

I am curious--and you answered the ques

tion as to how these members are appointed.

I wonder if

you would explain to us how routine the appointment of

these members might be, or how detailed the approach is
to these appointments?
PRESIDENT KESSLER:

I think the matter of com

mittee appointments is a fairly involved process.

It

certainly involves suggestions and recommendations from
the committee chairmen; certainly suggestions and recom

mendations from the staff; and certainly suggestions and

recommendations from the firms.
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The appointment of all committees is a
very elaborate process.

There is a book about this thick

(indicating) that is prepared concerning people and their
qualifications.

A meeting is usually held that lasts for

two full days and the appointment of this committee would

follow that process, except that it would have to have

the approval of the Board of Directors if it is a Senior
committee.
MR. MEYERS:

Thank you, Mr. President.

I am

in favor of the resolution.
PRESIDENT KESSLER:

Thank you very much.

Anyone else?

Are you ready for the question?

All in favor please say, "Aye.”

Opposed?

So ordered.
MR. THOMPSON:

Thank you, Mr. President.

(Thereupon Mr. Thompson completed

his report.)

MR. THOMPSON:

Mr. President, that concludes

this report which is submitted on behalf of the Board of
Directors.
Thank you.

PRESIDENT KESSLER:

Thank you very much.
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May we have a motion at this time for

acceptance of the report and approval of the acts of the

Board of Directors?
(The motion was made and seconded

from the floor.)
PRESIDENT KESSLER:

Question?

MR. HARRY E. WARD:

Harry Ward from Texas.

Before we approve it I would Just like to
ask a question.

What is the meaning of the statement that

even though it is not a violation of ethics tonot reveal
departures from APB, what does it mean, the fact that it

is a violation of the acts of the Council?

I think the

membership is probably going to ask some of the Council
members this and I am a little confused.
I am merely asking for a clarification of

this position.
PRESIDENT KESSLER:

I'm going to refer this

matter to our legal counsel, but in the meantime I will

Just give you off the top of my head.
The resolution of Council is pretty clear
and I certainly believe that we have a lot of moral sua

sion and I personally think that that may have been one
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of the reasons why the vote failed by .5 per cent, half

of one per cent, because some people may have felt that
the thing wasn’t necessary because it was being followed
and Council had a resolution to that effect anyway.
It is obvious that one could not be brought

before the Trial Board under a violation of the rules

of ethics.

Dave, would you speak to that?

MR. DAVID B. ISBELL:

I don’t think I have any

thing to add to what Lou Kessler says on it.

I think the

effect of the Council resolution is essentially a matter

of moral suasion, and if the matter came down to a crunch,
a departure from the Council resolution would not be

punishable as a violation of the Code of Ethics.
PRESIDENT KESSLER:

Jack?

MR. J. S. SEIDMAN:

Seidman of New York.

Mr. President, I was going to rise to con
sider the same subject.

I do so because I was chairman

of the special committee that was set up several years
ago to deal with some of the matters pertaining to the
Accounting Principles Board.
One of the recommendations of that commit

tee was that within three years after its report--that
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would have been in 1968--the program be followed of mov
ing the change in the Bylaws to put a censure on the

failure to observe Council resolutions.

As I gather the Board of Directors report,
this has been deferred pending the restatement of the

Code of Ethics.

I am a little confused by that, in that

my impression is that the restatement of the Code is not
designed to put anything new in the Code, to precipitate
any act or omission to act as a violation of ethics that

thus far has not been so treated.

My impression is--and I may be wrong--my
impression is that the restatement will merely take the

present body of policies and reformulate them, either in
physical schematic arrangement or other language, but

that nothing new will be developed.

If I am correct in that, then I see no
purpose that is served in waiting for the restatement.
Our committee felt--I personally likewise, and still feel--

that any rule without a censure is merely the pretense of
a rule.

It promises something that cannot be enforced.
And it seems to me that that is hardly the

posture in which this Institute should leave itself in
terms of anything as significant as departure from a
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pronouncement of the APB, and even the failure to dis

close that there has been such a departure.
And so, Mr. President, what I am rising

for is first to ask whether it is contemplated that in
the restatement any such thing as this area is contemplated
for consideration and embodiment, and if it is not, then

I am afraid that I must rise in opposition to the adop

tion of the Board of Directors report, failing the re
submission of this proposal.

PRESIDENT KESSLER:

Thank you.

Before we continue, I would like to an

nounce that there is an emergency telephone call for Mr.
Don

Hevey.
In response to Jack’s question, I am going

to call on Wally Olson, the chairman of the Code Restate

ment Committee.
Of course, there are two routes that could
be followed:

Resubmit the question since it came to 66.1

instead of 66.6.

And depending upon the speed with which

the Code Restatement Committee gets its report out, we

might be able to do one about as quickly as the other
because we have to go to Council and go to the annual

meeting and go to the mail ballot.

32

And I personally felt, and I think others
joined in this, that it seemed that no useful purpose
would be served to immediately bring this right back to

this Council meeting so we could get it to the annual
meeting and out again, particularly if we are going to
get something on the Code Restatement itself.

Wally, would you answer Mr. Seidman’s
question?

MR. WALLACE E. OLSON:

Wally Olson, Chicago,

Illinois.
The answer to Mr. Seidman's question is,

yes, we are contemplating including changes in substance

in the restated Code.

And one of the changes in substances

would make the pronouncements of the APB enforcible.

I think that answers the question.

As to

the timing, it's a little hard to tell, but we presently

have a very tight time schedule that calls for us to try

to get this to vote by the end of 1972--or the end of '71,
excuse me.
PRESIDENT KESSLER:

Well, that time schedule

keeps getting tighter every time I chat with Wally Olson

because he knows the pressure we are putting on him.
That committee is meeting frequently and
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for long periods of time.
Did I see another-- Tom Flynn.
MR. THOMAS D. FLYNN:

This is a question, in

effect to Dave Isbell.

Tom Flynn, New York.
It relates to what Jack Seidman was talk

ing about as to the enforcibility of the Council resolu
tion back in '64.

You will recall that the Council resolu
tion said this failure to disclose departure from APB

Opinion would be a matter of substandard practice, some
thing for the Practice Review Committee to look at.
I have always felt that this was a tremen

dous influence to our membership, not only because of the
persuasion involved to conform to a standard of conduct

that would be above substandard practice, but also from
the legal liability point of view.

It would seem to me that our membership
who did, in fact, violate the Council resolution, while

they might not be subject to the disciplinary procedures

of the Trial Board, might very well find themselves in a
very awkward position in the courts if Council resolution
described their practice as being substandard.

I, for
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one, would not like to be in that position.

PRESIDENT KESSLER:

Thank you.

Dick Rea from Ohio?
MR. RICHARD C. REA:

why it did not pass.

vote against it?

I have been interested in

Why did one-third of our members

I would have been far more disturbed

had it passed by as narrow a margin as it failed.
If one-third of our members are not in
favor of it, I can’t see that it’s passing would be any
thing but a disaster.

It would be honored in the breach.

In talking to small practitioners around
over the country, I have formed the opinion that it is
the small practitioners who voted it down, and I also
formed the opinion that the reason they voted it down is

that many of them don’t feel they know what these depar
tures would be.

I think before it is resubmitted we should

give serious consideration as to why it failed the first

time.

PRESIDENT KESSLER:

I can say that an analysis

was made on a statistical sampling basis of the ”yes”and

"no”votes by the geographic location, by the members in
industry, by small firms, by large firms, and what have
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you.

I could find nothing in that to hang my hat on as

to just why one-third voted against it.
We have some statistics on it.

I don’t

know that the sample was absolutely valid because I think
the sample, it turned out that it happened to pick a few

more of the negatives than actually were in the total.
But I can’t answer that question.
MR. JAMES E. MONEY:

My name is Jim Money from

Alabama.
In our firm we do, insofar as we know how

and we believe we know, abide by the Opinions of the
Accounting Principles Board, and if we should depart, we

do disclose.

There is one thing that disturbs me some
what.

I was on Council the year, 1964, that this resolu

tion was adopted, and I believe that Lou Penney was the

one who offered the motion.

The motion was "it is the

sense of the Council."

I went back and looked it up later on,
much later on, and "sense" seems to be "thinking”; it is
the thinking of the Council.

I know at the time I wasn’t voting for
anything which stated that it would be a violation or
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something of the Council, but it was the sense of the

Council, the thinking of the Council that departures should
be disclosed.

That is the basis that I worked on, it was

the thinking of the Council.

PRESIDENT KESSLER:

I don’t believe we can

debate the 1964 Council motion.

I am going to recognize Al Jennings.
MR. ALVIN R. JENNINGS:

I wondered if we could

have the resolution of Council in 1964 read, because my

recollection is that it goes beyond that and contains
some language to the effect that procedures to implement
it should be considered.
Am I wrong about that?

PRESIDENT KESSLER:

I didn’t bring that resolu

tion with me.

Here is Cliff Heimbucher on his feet, and
Rex Cruse is starting out the back door, so sometime be
fore this Council meeting is over, we will dig up that

resolution.
Cliff?
MR. CLIFFORD V. HEIMBUCHER:

I think I can

answer it in substance.
Mr. Money is right as to the original
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resolution which was passed at the spring meeting of

Council right here in Boca Raton.

It was a simple state

ment of the sense of the Council, because it was prepared
quickly to determine how the Council felt about this

matter.
But the resolution also authorized the

President to appoint a special committee to draw up a

specific resolution to define that earlier resolution.
And in the fall of 1964, in the fall Council meeting,
that special committee presented a resolution in consider

able detail which does specifically state that beginning
on a certain date, members of the Institute should follow
the pronouncements of the Accounting Principles Board.

It’s a lot stronger than merely getting

the sense, it was implemented specifically.
PRESIDENT KESSLER:

Cliff, in five years from

now I hope I can remember the details of this meeting as

well as you remember it when you were president.

MR. JENNINGS:

May I resume now, because I

hadn’t quite completed with my comments on this point,

Mr. President.

I am a little disturbed at the suggestion
that all that we are left with is just a little moral
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suasion out of this long debate that occurred in 1964,
and I would like to raise the legal question as to whether
our Bylaws attempt now to specify all acts which would be
discreditable to the profession?

And if they haven't

attempted to do so, what the situation is left with where

we quite clearly, by a resolution of Council and by the

action that Mr. Heimbucher has Just indicated took place

subsequently, it would seem to me that we are left in the
position where there is a very strong suggestion, without
being explicitly stated in the Bylaws, that any failure

to follow that course of action would, in fact, constitute

an act discreditable to the profession.

PRESIDENT KESSLER:
MR. ISBELL:

Dave ?

You have got almost a Byzantine

situation, I must say.
In the absence of the record of an unsuc
cessful effort to amend the Code of Ethics, it seems to
me that there would have been a reasonably strong argu

ment that a failure to disclose a departure in accordance
with the resolution of Council was to be an act discredit

able, lending itself to disciplinary action.
The fact that the Code has been attempted
to be amended to make that an explicit rule and that that

____________________________________________________________
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amendment has failed of adoption knocks a crucial prop

out from under a reading of the Constitutive documents of
the Institute which would permit disciplinary action in

that fashion.

Now, that does not mean--that clearly does
not mean that what you have is mere moral suasion, if by

"mere” you mean some minimal moral suasion.

It seems to

me that there is a very strong moral suasion involved in
a position explicitly adopted, whether it has a sense of

the meeting or in stronger language--and we will shortly
find out exactly what the language is; and something more

than moral suasion, as Tom Flynn has pointed out, in that
there is an exposure to legal liability by reason of any

departure from the standard of conduct declared by the
Council.
PRESIDENT KESSLER:

Thank you very much.

Rex has those Minutes and he is checking

to see that he gets both resolutions.

But I would like to see if we can--we are

discussing now the approval of the acts of the Board of

Directors.

That is the question that is before the House.

It has been moved and seconded that this Council approve
the acts of the Board of Directors since the last meeting.
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Are you ready for that question?
All in favor please say, "Aye.”

Opposed?

All right, so ordered.
I think that since we are on the subject

of the APB, we will go right ahead while Rex is looking

up this resolution.

I am going to call on Lee Layton, who is
nearing the completion of a long and productive term of

service on the Accounting Principles Board.

Under his

chairmanship the last two years, the Board has issued a
number of Opinions and several exposure drafts.

One of

the exposure drafts on business combinations is probably

the most controversial subject ever to be faced by APB.

During Lee’s tenure as chairman, the Board

adopted, with the approval of Council, a revised charter
and operating policies for the APB. Lee will now speak to
us on ’’The APB In A Time Of Change. ”
Lee ?

MR. LeROY LAYTON:

Keep going, Lou, you are

taking my space.

Well, Mr. President, Members of Council:
It is a real privilege to be here and to help you take a

look at the APB in a time of change.
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As Lou has said, this will be my last
spring Council as a Board member, because at the end of

1970 I will have served the limit permitted by the Board’s
charter.

Each of you, and those you represent, have

a very real stake in the Board’s success, the Board’s

effectiveness in improving financial reporting, and the
underlying accounting principles are of far greater im

portance to you than the difficulties that we may seem to
be causing you; difficulties in dealing with some unhappy

clients who don’t like what we are doing; difficulties
in reading and applying rather complicated opinions.

Your real concern, of course, should be
whether or not the Board is moving fast enough and con
clusively enough in fulfilling its charge in a complicated

environment of change.
The Board is one very important phase, but

only one of several phases of our profession’s determined
effort to assume public responsibility and leadership in

setting standards for improved financial reporting and in
other allied areas.

To do this in our area, the Board has been
charged with both giving attention to the broad
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fundamentals of financial accounting and handling specific
accounting problems, generally in the area of alternatives.

The Board’s efforts on its first charge may not seem so

visible as are those of its second.
We have been accused of spending all of
our time on putting out fires.

Now, in spite of the roar

ing fires, we have spent considerable time on the basics.

The first research study produced under

the Board’s program covered basic postulates.
was on broad principles.

The third

The seventh was an inventory of

existing principles.
A very able committee of the Board with
full support of the Institute’s Research Division using

these studies and the comments engendered by their ex
posure has spent almost five years preparing a very

lengthy draft entitled ’’Basic Concepts and Accounting
Principles Underlying Financial Statements of Business
Enterprises.”

This has been reviewed by the full Board

and has been studied by a special committee of the
American Accounting Association.

Comments received from the A.A.A. were
studied by our committee and a second draft has been

finished.

The full Board completed its review and
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discussion of the second draft last Saturday.

Other organizations who cooperate with the
Board have been given copies of the second draft and we
will study their comments.

Issuance of this statement is expected

before year end.

This will be only the first step toward

a sounder conceptual foundation for accounting principles.

Hopefully it will lay the groundwork for moving into
areas previously considered too controversial for handling.
Now, in appraising the APB’s ability to
cope with future changing conditions, let’s take a look

at the past.

I think that would be in order.

The Board has made far more changes in its
organization and procedures than most may realize.

In

its ten-and-a-half-year history the following had happened.
I classified these into eight categories.

I am sure if

I got more into detail there would be more.
The first on authority that you have covered

in far more detail in the last ten minutes than I was

going to cover in one sentence.

Five and a half years

ago this Council did increase the authority and the

stature of the Board.

Now, as to its committee operations.

Opinions are now developed by a small 3-to-5-man commit
tees of the Board.

This permits heavier concentration on

each project by a few.

It permits the concurrent develop

ment of numerous opinions, and it also results in much

heavier time commitments by Board members.
Recently we have placed non-Board members
on committees so that members’ time can be spread further.

The third was the area of advisors.

A

majority of members have involved partners as advisors.

Advisors assist, they advise, they attend both full Board
and committee meetings with or for their members and help

in the mountain of homework that must be done between
meetings.

Many Board members have involved other
partners and their own staffs in numerous Board projects,

particularly in those instances where the members are
acting as committee chairmen.
A fourth area in the realm of opinion

development procedures:

The use of carefully developed

point outlines and questionnaires was initiated four or
five years ago.

They help identify the more important

facets of each project and facilitate meaningful discus

sion by committees, by the full Board, and by other groups
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Fifth is the stepped-up pace.

There has

been an ever-increasing tempo in the Board’s activities.

In initial years the Board met, I understand, two to

three times per year for several days each.

This increased

rather quickly to five to six times a year for two to two
and one-half days each.

For the past two plus years the

Board has had eight meetings each year, a number which

have gone four full days.

And I might add when I say a

full day, the full Board often meets from 8 in the morning

until 7 at night, and I think our record goes from 8 in
the morning to 10:30 at night, or 10:15.

A sixth change was in the number of members.

The Board’s membership has been reduced from 21 to 18.
Presumably this was intended to cut full Board discussion

time as was recommended six years ago when the Board had
no subcommittees.

Three additional members under our

present mode of operations would be very helpful today.

The seventh area of change is in increased

staff support.

Initial staff support ten years ago, I

understand, consisted of two men in research.

Today this

has been increased to six professionals and four clerical
staff in the research end; five professional and three

clerical staff in the administrative support portion of
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the Institute’s commitment.

Included in this support is

one staff member who is engaged in writing an official

interpretations of opinions.
In addition, the assistance of the Insti

tute’s Executive Vice President has been invaluable.
has filled a void I guess we never knew we had.

Len

The only

problem is he should be twins.
In spite of all this, there is still great

need for additional support.
The eighth area of change was in the in

volvement of other groups.

As a result of a program

started several years ago, we have been able to involve

other groups to a much greater degree in our deliberations.

For example, the Financial Executive
Institute has a Committee on Corporate Financial Reporting
that is somewhat comparable to our Board.

They have

appointed subcommittees that parallel ours on each project

on which they are interested, and that is Just about 100
per cent.
The Financial Analysts’ Federation, repre

senting stockholder users of financial statements, and
the Robert Morris Associates, representing credit grantor
users of financial statements, have structured themselves
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somewhat similarly to the F.E.I.

Other groups such as the National Associa

tion of Accountants, the American Accounting Association,
the Investment Bankers Association, the stock exchanges,

the American Bar Association, the American Bankers
Association, the American Petroleum Institute and many

others have expressed a keen interest in the work of the
Board and want, in varying degrees, a piece of the action,
The S.E.C. has always been interested in

our deliberations and there has been continuing close

cooperation with them.
All of these interested groups are receiv

ing point outlines and questionnaires used by the sub

committees, as I said earlier, in developing the founda
tions of opinion and their answers and viewpoints are
being considered along with those of the Board members.
Conferences or symposiums of all interested

groups have been held during the development of recent

opinions.

The interplay of their divergent ideas and

viewpoints has been helpful to each group in understand

ing the position and the problems of the other groups.

Several of these other groups, including
the F.E.I. and the N.A.A. have initiated research in
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areas under Board consideration.

There appeared to be

a general consensus, at least prior to the recent exposures
of the Business Combinations Opinion, that the APB should

be the body to make final decisions and issue Opinions.
I now sense some question of this position by private

industry.

We will have to wait and see.

Each group,

however, has expressed a keen desire to be heard early
in our deliberations.

This will extend somewhat the time

it takes to develop opinions, but should be well worth the

effort.

To me this history of change in the APB’s
organization and procedures indicate an ability to adapt
to new conditions.

Now, let’s analyze current problems facing
the Board with possible solutions.

What follows are not my ideas alone.

It

should be of some assurance to you to know that the APB’s
progress and its procedures are under constant considera

tion by your Board of Directors.
In the last three years, two ad hoc commit

tees of the Board have made separate reviews of APB pro
cedures.

During that time the Board itself has had two

committees reviewing its own operations in an effort to
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increase our overall effectiveness.

Our present committee’s written recommenda
tions were reviewed by the APB last Thursday and Friday.
More work will be done by our committee and a written
report will then be made to your Board of Directors.

Now, let’s turn to specific problem areas.
I have narrowed these down into six.

First, research.

We have never been able

to realize as much support from research studies as

initially was expected.

Ready answers to knotty problems

just don’t seem to roll forth.

Possibly our initial expectations were
unrealistic.

The research studies that have been started,

whether they were assigned in-house to CPA firms or to
academicians all have taken quite a bit longer than orig
inally planned.

This forces changes in our long range

scheduling and has meant, in some instances, development

of opinions before complete research.
Now I am not being as critical of our

Research Division as I may sound.

They, particularly the

Director, have been of invaluable help in developing,

writing and rewriting a number of opinions and Board

statements.

Filling the Board’s needs in this area has
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delayed, of course, progress in their regular work.
There are current plans for expanding

this effort.

It will take a greater commitment of funds

and manpower as well as some changes.

Our own committee

has suggested four general areas and these are much
briefer than stated in the written report.

First, increasing the full time paid
staff; second, borrowing experienced men from accounting
firms and industry for one-or two-year terms; third,
greater use of researchers in the academic field for the

more theoretical studies; and fourth, the seeking of
financial support from outside the profession.
The second area is Board manpower; these

are current problems.

I don’t believe that much more

time can be wrung from our present Board members.
probably are close to the breaking point now.

They

Several

suggestions have been made and I will cover each briefly.
First, increased membership back to 21.
This was mentioned earlier and I favor it as it would

increase the total capacity of the Board committees which
represents our capacity to develop opinions.
Second, create an advisory, non-voting

membership.

I hope that serious consideration will be
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given to establishing a limited number of non-voting
members, say three to eight, for example, that would be

available to qualified CPAs who could afford to contribute
as much time as a full member.

This would afford in

creased capacity in the Board and would broaden the number
of firms directly involved in the Board's matters.
Third, drafting talent.

ing is done by Board members.

authors; others do not.

Much of the draft

Some make very good

All styles of writing are dif

ferent .
The AICPA staff drafting talent is being

built up and more is being sought.

This skill is not

easily found so if any of you have any leads, please get
hold of Len Savoie.

Fourth, still attempting to solve our
manpower problem, it has been a suggestion of a full time

paid Board.

Several have suggested that we change to a

5-to-7 man full-time paid Board.

I do not personally

favor this for a number of reasons involving initial
quality of members, maintenance of a level of quality by
members, lack of involvement or commitment by firms who

handle a great majority of our publicly held clients, and
so forth.
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Also, I do not think it would help the
overall manpower problem because I believe the present
Board logs well in excess of 5-to-7 man years per year.

Fifth was a full time paid Board chairman.
This suggestion has been considered and endorsed by our

own committee that is reviewing the Board operations.
It has been discussed by the full Board and is favored by

an ample majority, if the right man could be found.

That

man would have to have a stature that would preserve a

present semi-independent quasi-public nature of the Board
and he would have to be at a stage in life in his career

that he would not represent a competitive threat to any

key AICPA staff.

So much for manpower.

The third problem as I see it is the Board's
voting rule.

As chairman, I have found the two-thirds

majority voting requirement to be most vexing.

Our pres

ent age of challenge and dissent seems to have rubbed off

on the 18 of us just enough to result in many ll-to-7

votes.

It doesn’t matter that the seven dissenters may

be completely opposed to each other, some of them wanting

more of whatever it is that we are trying to do with the

balance wanting less.

The two-thirds rule, I am sure,

was designed as a safety factor to force continued
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consideration of each matter until a substantial majority

of the group, of the Board, was sure that they had the
best solution.

This has been the result in some cases.

The greater probability is that the voting rule has
forced compromises that left very few completely satisfied,
and represents a poor answer, at least, to the majority.

If changes

being sought by the APB can

be identified with improvements in accounting principles--and let's hope they are--it is those who seek improvement

who are generally forced to compromise downward to obtain

the greatest improvement possible because the alternative,
of course, is nothing.

While the effect of our voting rule on the
quality of the opinions is of the greater importance, a

by-product of the rule is to increase substantially the
time it takes to process an opinion.

I believe this rule

should be considered very carefully and its effect on
past opinions studied.

I am not at all sure I am objective in

this area and I should not be on that study committee.
The fourth area of problems, as I see it,

is the quality of opinions.

We have been criticized for

writing cookbook opinions by some, and for not including
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enough guidelines by others.

While these two criticisms

sound contradictory they probably both are legitimate to

a degree.
I believe our opinions will continue to
appear complicated, although some simplification will be
possible.

Procedures for covering varying or many

opinion details, the unofficial interpretations have been

worked out in the Board's Administrative Director’s

Office.
Our first attempt in this area will be a

pamphlet of 100 interpretations of the earnings per share
opinion.

Here, again, I am sure we will learn from
experience and we will improve this effort as we go along

When reasonably perfected unofficial interpretations are
issued and arrived at, they will be included in the CPA

looseleaf service.
Another move that might improve overall
quality of our opinions is to appoint to the Board one

member whose experience is in the field of the user of
financial statements.

A CPA member of the Financial

Analyst’s Federation might well qualify in this area.

Many believe that the lengthy written
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dissents by individual members of the Board detract from

the opinions and are a disservice to the profession.
This feeling is concurred in by a majority of our own

Committee on Operations and is shared, I believe, by the
majority of your Board of Directors.

The majority of the

APB itself, however, do not favor eliminating the dissents.
I hope this matter will continue to be studied and that
we can eliminate them eventually from the printed opinions;.

Possibly dissents can be carefully drafted
and made part of the unpublished but public record of the

Board.
The fifth area of problems we bump into is

the need for quick decisions.

The Board was conceived

and created to develop opinions deliberately, generally

after research with public exposure and with definite
rules for balloting.

There just is nothing hasty about

this process.

However, because the profession has taken

the lead in developing the printed standards of financial
accounting, we are finding it increasingly necessary to

consider emergency action.

Both the S.E.C. and the stock

exchanges check our attitude toward certain practices that

they believe are objectionable, particularly when they
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know that the practice is under study by the Board or

a committee in the American Institute.
These emergencies usually land on the desk

of our Executive Vice President.
It would be easy to tell the S.E.C. that
we should not be solving their problems.

However, their

requests are, in my opinion, generally attempts to cooperate

with the profession in our effort to establish standards.
We have used a number of procedures to cope

with this problem.

First, as an example, on a number of

occasions the matters for decision were already under

consideration by an AICPA industry committee or some other

special committee, or an audit guide committee.

If that

committee had reached a conclusion on the matter in ques

tion, their position has been reviewed quickly but un
officially by all, or a majority of Board members.
The APB chairman has then given his bless

ing or permission for publication of the committee’s
position.

The S.E.C. might move along before publication,

but the word gets to them.

This procedure does not represent an APB
pronouncement, but does afford a sufficient authoritative

support for the S.E.C. to move.

On two occasions,
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articles in the Journal of Accountancy have been reviewed

in advance--again, unofficially--by a majority of the
APB members and an understanding that the S.E.C. and the

profession would follow the methods or principles de
scribed in the Journal.

Now, this type of problem will become more

prevalent in the future and a better vehicle will be

needed in solving the problems--this type of problem--on
a more timely basis.
The sixth and last I have called an early

warning system.

Board members are asked periodically for

a list of all new items they think the APB should be

considering.

This should act as an early warning system,

but it has not been too effective.
In other words, we need a better system

of spotting trouble areas well before they are blown out

of proportion in the financial press.

This should not be

too difficult as firms of the APB members audit the

great majority of publicly held clients; an early warning
committee is needed.

These are the current problems of the APB
as I see them.

To reiterate:

Research, manpower, the

voting rule, quality, quick decision problem, and an early
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warning system.
Now I would like to turn to one last

matter that I believe is more important than the APB's

effectiveness.

No matter how fast and how well the APB
does its job, it cannot become the conscience of each of

us as auditors.

It cannot relieve us of the really tough

decisions, auditing decisions, that we should be making.
I suspect that every one of us knows when a client is

reaching for earnings.

Do we help him in his quest for

legitimate corners to cut?

By legitimate, I mean those

gaps in the most favorable of alternatives that are still

open.

Do we ignore the immaterial items incor
a few cents here and there to

rectly treated that

add

earnings per share?

Or do we operate on a higher plane

and insist on the best generally accepted accounting

principles applicable in the circumstances?
Do we hold our ground when the client
threatens to change to auditors who are more reasonable?

And if we are those auditors, what do we do when we are
being shopped for an easier way, a more liberal alterna
tive, but one that is still acceptable?
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The answers that we should be giving to

these questions are obvious.

However, I have heard that

many fine accountants say that we cannot deny a client
the use of a generally accepted accounting principle,

regardless of the circumstances.

This just shouldn't be

so.
In conclusion I will get back to my own

side of the fence, the APB.

While it may seem slow in

coming, real progress is being made and will continue to

be made, particularly if we can get the responsible
assistance of the other groups.

I say this even though

there are some who would seem still to cling to the status
quo.

For those who cry for more action we will do the

best we can; however, I think it is unrealistic to expect

the APB, the A.A.A. or any other group to solve problems

in a few years that have defied solutions for decades.

There will be great progress in the next ten years.
While we may never be completely satisfied

with the results, the APB and the entire profession, I
am convinced, will be able to cope with the fast-changing,

dynamic, but imperfect world in which we operate.

Thank you.
(Applause)

6o

PRESIDENT KESSLER:

Thank you, Lee.

I am going to ask Sam Derioux to come to

the podium, but while he is doing that, in response to
the query, Cliff Heimbucher is correct.

There was a

resolution passed on May 6, 1964 which says:
”It is the sense of this Council that

reports of members should disclose material depar
tures from opinions of the Accounting Principles
Board and that the president is hereby authorized

to appoint a special committee to recommend to

counsel appropriate methods of implementing the
substance of this resolution.”
Then we moved to the fall meeting and we

had a report of the special committee.

J. S. Seidman,

Acting Chairman, presented the report of the Special

Committee on Opinions of the Accounting Principles Board,
and there is discussion.

There was a resolution, a change

in wording having to do with disclosing a footnote to

financial statements if necessary:
"Disclosure of the fact that departure

from his opinion in a separate paragraph in his

report, or see that it is disclosed in the footnote
to the financial statement and, where practical, its

effect on the financial statement, and then in those
cases in which it is not practical to determine the

approximate effect on the financial statement, this
fact should be expressly stated--”

And then there is some more discussion
which has to do with the place of the disclosure, and then

there is action on that report and it was unanimously
approved after certain amendments.

Now on my right, on his feet, is Sam
Derioux, the President of the Accounting Research Associa

tion, and I want Sam to just say a few words about some
thing that he has in his pocket, I think.
MR. SAMUEL A. DERIOUX:

Thank you.

Lou, Members of Council:

I would like to

take a moment to emphasize the importance of supporting
the work which Lee Layton has just described to us.

Now, opportunity to support that comes
through the Accounting Research Association.

This is an

opportunity, I believe, as well as an obligation and is
one which is of as vital importance to those of us who

practice in the local firms as those in the national

firms.
So I would like to ask each member of
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Council to read the little pamphlet that you found on

your chairs this morning and to do two other things:
One, make sure that your firm is a member of the Account
ing Research Association.
Two:

When you return home do everything

that you can to encourage other firms also to become
members so that our research effort will have the broad
est possible support from throughout the entire account

ing profession, geographically and in terms of size of

firms.
I personally am convinced that our research

effort will be better if it does receive this broad measure

of support from all of us.

(Applause)
PRESIDENT KESSLER:

Thank you, Sam.

Now our next topic for discussion will be
on Management Advisory Services, and if our stars will

start toward the front?

We are going to have to displace

Dave Isbell; they are going to use the table mikes.

This presentation will be made by repre

sentatives of the Committee on Management Advisory
Services, Jordan Golding, completing his second year as
chairman of the committee, and the two members of the
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committee, each of whom has served for two years on the
committee:

C. Craig Bradley and Joseph E. Carrico.
Gentlemen, you have the floor.

MR. JORDAN L. GOLDING:

Thank you, Lou.

The three of us are honored and flattered

to be the first to talk to you with Senior Committee

status.
I want to thank Lou and the Board of
Directors for giving us the time here today to talk to

you about a problem which we think is important.

Joe Carrico and Craig Bradley and myself
will handle the matter.

I think the best way to start off, though,
in talking about our problem is to quote from John Lawler's

speech before Council in Colorado last year.
At that time John said, and I quote:

“The recruitment of specialized talents
beyond the ranks of the profession also created some
interesting issues.

One of them, certainly, is what

recognition, if any, should be accorded to those non

CPA specialists by the profession itself?

They

command special prestige within their own firms, but

the professional accounting societies have virtually
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ignored their existence.
deprivation.

This results in a double

The professional organizations--the

AICPA--loses the benefit of their skills and the
specialists lose the benefit of participating in the
work of our societies.
"From one point of view it does seem rather

strange that they should play such an important role

in the practice of professional accounting firms and
yet have no part in professional affairs.”
Later in his talk John Lawler went on to
point out:

”It is obvious, it has long been obvious,
that no single man can command the full range of

knowledge which is necessary to the practice of
accountancy.

A growing number of specialists already

exist; more are in prospect; yet the profession’s
organizations have virtually ignored this fact of
life.

There is no formal program for testing com

petence of specialties, no means for them to achieve

official recognition of their special skills, no

effective machinery with adequate safeguards to
facilitate the referral of engagements calling for
the expert knowledge of specialists.”
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This is why we are here today.

We are

concerned about the practice of non-CPAs within our pro

fession.

We are here today to bring before Council the

full impact of what John Lawler said, together with a

plan of action.

We believe that the message we have applies
to both small and large practices.

The larger firms, no

question, have many non-CPA specialists.

firms, the problem may even be more acute.

The smaller

There is a

problem in recruiting such talent; there is the problem
in retaining such talent.

Without further comment, I would like to
turn the program over now to Joe Carrico who will talk

about proliferation of non-CPAs in the profession today.
MR. JOSEPH E. CARRICO:

As Jordan said, this

is the problem of the entire profession.

I think that is

one of the points we want to get across today.

Regardless of the policies of individual
firms and individual practitioners, there is no question

at all but that management service is growing; in many
cases it is growing faster than other parts of the profes

sion and, of course, this would be normal to expect since
it is a newer area of our practice.
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We also think that it is contributing to

the prestige of this profession within the business
community.
We in the Management Advisory Services

Committee have been doing some investigation of this
field.

One of our members came up with a rather startling

figure that we didn’t even believe about how many practi
tioners there were in our profession in the field of

Management Advisory Services.
Some firms already have around 20 per cent

or more of their total staffs, total professional staffs,

engaged full time or substantially full time in the
practice of Management Advisory Services.
We have tried to take an inventory of

what this means to the entire profession.

Our best

estimate is that there are somewhere in the range of

6- to 8,000 full time practitioners--professionally I
mean--in the field of Management Advisory Services within

the United States.

This varies tremendously by firm.

We also

tried to find what is the problem about accreditation?
The best overall estimate we can come up with is that

of these Management Advisory Services practitioners within
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the profession, somewhere in the range of 20 to 25 per

cent of them are certified.

That ratio ran from less

than 20 per cent in one major firm up as high as 35 per

cent in a regional firm.
No firm with a substantive management
advisory services practice had any figure higher than
that in its professional management advisory services

staff that was certified.
Equally as important in limited cases where

we had precise statistics, if you break that down among
the various levels, an example, in one situation among
the senior group of partners or principals, there were

still 60-something per cent of them were certified.

That

comes back from the days when practically everybody that

joined any of the firms was an accounting major in school.
You move down to the second level of

managers and supervisors, you were down into the forties.
You moved down into the staffs, it was very

much smaller than that.

A point to make in this is that we have

a serious problem which is here today in that a pretty
reasonable percentage of the professional men practicing
in the field of public accounting as defined by this
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Institute are not accredited to the Institute itself.
Now the problem is that many of these

people are often not oriented toward the accounting and
auditing aspects of our profession when they join the

firm.

This is basically because many of them didn't major

in accounting in school and sometimes they do not even

obtain enough exposure to auditing in sufficient depth

after the join the firm.

Now the question obviously that comes to
mind is why is this true?

I think one of the most important reasons
why it is true is the problem that each and every one of

us face in our everyday efforts to build up our staffs.

There simply are not enough accounting majors coming out
of the universities in the United States to staff our

firms to even handle our auditing practice.

We all have

troubles meeting our requirements so when we get an area
where we don't need a man to already know income taxes,

to know how to prepare consolidated financial statements,
to know how to prepare partnership tax returns, govern

mental accounting, some of the other things in a normal
course of education in accounting, we feel we can take

these men, give them the required accounting to do
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practice in the field of accounting management information

systems and use them.

So that you see an increasing

trend toward hiring MBA’s with undergraduate engineering

or economics degrees and bringing them into the firms and
putting them into these management advisory services or

whatever each individual firm chooses to call it.

Another reason is really the nature of the

practice in management advisory services.

Systems design

and implementation, for example, frequently demand a

very high degree of technical knowledge in computer

applications, both in software and in the hardware area.

Another problem is that the work we do in

the analysis of alternatives are likely to involve
quantitative measures which use mathematical approaches
that are considerably more advanced than those we employ

in our usual accounting processes.
Also, the identification and measurement
of work effort and of the physical materials that are

required to establish product costs.
There are other cases in point where
traditional accounting skills that most of us learned in

school may not alone be adequate to the management services

engagement objectives.
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These and many other fields of knowledge

that embrace the arts and sciences of management, as well

as business organization, need to be blended into the

practice of professional management advisory services.
It is a simple fact of life that the number of CPAs who

have adequate competence in all, or a substantial portion
of these areas are simply not sufficient to meet the
needs of our clients.

This is a synopsis of the subject I touched

on a minute before.

It is a synopsis of the conditions

that have prompted accounting firms, both large and small,
to turn to operations researchers, computer technicians,

to industrial engineers, and to various other specialists
to work in concert with the CPA in providing competent

management advisory services.

This is the simple reason

why so many of our management services people are not
CPAs.

Now, what are the implications of this?
The implications of the management advisory services
specialist who is not a CPA but practicing in the public

accounting profession involves problems with affect the
AICPA and its membership, as well as the non-CPA special
ist .
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With reference to the Institute, it should

be noted that we face a peculiar anomaly.

The Code of

Ethics, official statements, and other pronouncements of
the Institute cannot bind a non-member.

Thus, the non

CPA is not personally responsible to the Institute and
cannot be censored, disciplined, or directly affected by
the organization that presumably covers his professional

activities.

In expressing this comment, I am quite
aware of the responsibility of CPAs, firms, their part

ners, and other CPA executives, to see that all of their
personnel conform to the Institute’s philosophies and
regulations.

However, the degree of control over work
of the non-CPA and the extent of his conformity to our

professional conventions depends upon the individual

firms organization structure and the manner in which it
is administered.

This, of course, is not only subject to
wide variation among firms, but is also an undesirable

arrangement for any professional body, in my opinion.
Of equal importance, the non-CPA engaged

in management services in public accounting is denied any
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membership in the Institute except as provided secondhand

through his CPA associates.

This secondhand relationship,

has in some minds, produced a kind of second class citi
zenship in his status in the firm of his affiliation.

Another area we get into is that many of

the firms, as our technology has explored, have been
hiring experienced men at advanced levels from outside
the firm, Ph.D.’s in operations research, experienced

computer technicians from various manufacturers, and so
forth.

These men are already at an advanced stage in

their careers.

They come into a new profession; there is

no formal method of indoctrinating them into that profes

sion requiring a formal adherence to certain prescribed
standards.

We think that is an unhealthy attitude, an un

healthy situation for our profession.

Another problem is the attitude of the

people within the firms.

They work in these public

accounting firms, they see that many of the other people,

either in taxes or accounting, are required to have a

license, they are accredited as CPAs; in the tax area
many of them have law degrees, and so forth.

These people

see no such requirement for themselves and in a way it

makes them feel like they don’t have accreditation in the
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profession they both belong to.

Some of them don’t under

stand the ethical problems of our profession; of independ
ence, scope of practice, et cetera.
We think if there was some formal method

to bring them into our profession and into our Institute,
that it would be easier, and we would also have better
protection, as a profession, in making them understand

the environment in which they operate.
Now the question that comes to all of our

minds who have worked through and become CPAs is, why

don’t we make them conform to the conventional require
ments we have all done?

To start with, if we hire men who do not

have a degree in accounting from an accredited university,
we are running into increasing roadblocks in various

states around the country.

They have got to have so many

hours of this and so many hours of that.

And you take a

young man you hire, say, from the Amos Tufts School at

Dartmouth, an undergraduate degree there, excellent busi

ness training, they have found through experience, they
are very valuable people, and try to require him to go

back and take evening courses in auditing and taxation and
so forth, he finds that it is simply not relative to the

work that he is doing or that he wants to do.

In this day and age it is very difficult

to get young people to just spend time putting in effort
to things that are not relative to their day-to-day work.

However, in my opinion, it would be to our
mutual advantage to do something to bring these people

into our profession.

Jordan is going to talk later on

about specific proposals that we have along that line for
consideration by the Institute.

But in addition to helping the men itself,
we feel, we feel it would benefit the entire profession.
It would help us improve our communication with all of

the people working in the profession so that they would
understand the requirements for independence, the ethics

of the profession, and so forth, and to be able to have

these people fully participate in Institute affairs.
I have had the personal experience within
my own group.

I have a man I want to put on a certain

activity of the Institute, say the E.D.P. Committee and
the local state society, or a request that comes out of
the headquarters in New York for somebody to participate

on an editorial board or something of that nature.

I

pick the right man and I suddenly find he is not a CPA,
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so I have got to pick the second best man.

I think if we make these people available

to us within the Institute, we can upgrade the quality

of our own affairs, of our own deliberation.
Incidentally, if we can pick up these

thousands of people we will also help with the financial

statement that Mr. Hanson was talking about this morning
in that these people who are receiving their services can
also be contributing to help pay for them.

If we don’t do anything this figure of
non-CPAs is going to continue to grow and instead of hav

ing our senior people be 50-60 per cent CPAs, all of us
are having the experience, that ratio is going down year
by year.

I have covered now in a few minutes here

some of the situation that we run into and how we got
there.

There will be time later on for questions.
I would like to turn the podium now over

to Craig Bradley of Louisville, Kentucky, who will speak

to this particular problem from a different vantage point
Craig ?

MR. C. CRAIG BRADLEY:

Thank you, Joe.

I don’t mean to sound repetitive or sound
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“me tooish factorish” to what Joe has said except for

the fact that I represent a regional type firm on the

Management Services Committee.

We consider it quite an

opportunity to be there; we have five offices.
Our approach to management services has

been somewhat different to that of the larger national
type firms, but our problems are still much the same.

As yet, we have not attempted to provide services in some
areas such as marketing, O.R. work, plant layout and design,
and some of the other areas of practice provided to cli

ents of the larger national firms.

Our approach has necessarily been to con
fine this phase of the practice to the so-called account

ing-oriented areas.

However, many of the basic problems

in the smaller firms, the ones that are smaller than ours,
the ones that are our size, the ones that are slightly

larger, getting up to the national-type firm are the same
as those of the larger national firms.
One of the chief concerns that we have,

that the smaller firm has, is the problem of recruiting,
training, and especially keeping good people.

Keeping our

own staff supplied with the excellence we want in CPA

material is enough of a problem.
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The training of people who have an ade

quate, specialized knowledge for management services work
is not only difficult from the supply problem, but to the
firm of our size the cost factor is one which also must

be given consideration.

To the smaller firm, the one

with up to, say, five to ten CPAs in the staff, this

problem has to be given even stronger consideration.
It therefore seems it is much more econom

ical for a firm of our size or a smaller one to employ
people from the outside, ones who are specialists in a

given area of practice, ones who know certain areas of

management services work, and to train and indoctrinate

these people to the CPA firm’s approach to professional
practice and thereby capably provide the client with the

proper type of service.
In most of the smaller firms the younger

college graduate is given an audit-oriented training

program for approximately the first two years of his

accounting career, and rightly so, because this is the

area of practice that he must provide himself in order
to reach that first plateau, to pass the CPA examination

if he is headed in the audit or tax area.

After this period, it then seems to require
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approximately two more years in order to train such a
person, as an example, in the area of computers or in

systems work.

Then his practical experience does not

enable him to become more than a limited specialist for

some time to come.
Then think also of the out-of-pocket costs
involved, not only in out-of-pocket dollars, but the time
lost in sending this type of individual to classes, to

seminars and meetings, training him in the manner in which
he should be.
The same thing is true of the individual

who wishes to become a specialist in systems-oriented

work.

However, the practical experience time is likely

not as likely nor as costly to train this particular type

of individual.

In addition, when we look at the auditoriented CPA in the smaller firm we must frequently raise
such questions as:

solver?”

"Is he capable of becoming a problem

"Is his temperament such that he can cope with

the management-type problems which are thrown at him?”

"How much ingenuity does he possess?”

"How much imagina

tion does this young man have?”

Much more frequently these people find
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themselves having to answer questions like such in the
negative, rather than in the positive because today when

we consider taking a man from the audit staff to perform
management services work, the supply of talent in this

smaller firm is such that it is so limited that men with
the abilities we need are hard to recruit and keep.
The audit-oriented man considers himself

just that:

An auditor.

And the tax-trained man is much

more interested in his specialized type of area.

There

fore, in order to get into management services work and

maintain a growth rate in the smaller firms, it is neces
sary to recruit outside the accounting or auditing-trained

areas.

Most smaller or medium-sized firms can well

utilize the talents of a good business school graduate,

one with a Liberal Arts, or an MBA degree.

This man is

not as technically trained as the one who points himself

along the audit route.
But here, again, is the fact that he can
not become a CPA, and in many instances he is not inter

ested in becoming an audit technician as a CPA, but in

terested in progressing along the route as a consultant,
an advisor to management.

And here is the area where

recognition must be given to this class of people.
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It seems that no matter how hard we try,

these people just do not feel that they belong.
As an example of this, let me cite one
case.

Our first approach to formal departmentalization

for management services work some years ago was to employ

an accounting-oriented man who had trained with one of
the country’s largest consulting firms.
We gained much from this experience as

one would imagine.

However, one of the principal reasons

this consultant did not remain with us was the fact that
he considered himself somewhat dead-ended.

as a non-CPA, he had no place to go.

Unfortunately,

He just didn’t fit

into the accounting firm structure other than that as an
employee.

He was not a part of the professional organiza

tions; he could not become a part of the professional

organization, the Institute or our state society.

As a

non-CPA, he felt like he was an outsider; he had the feel

ing that he was not a first class citizen.

What have we

to offer this category of people?
This is an example that points up that in

the future we must be able to accredit this form of
specialists just as we do the individual involved in the

attest function.

To do this we must recognize the fact
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that to get and keep these specialists who can minister
to the ills of business, it will be necessary for us

to

modify our attitudes somewhat.

I recently had the opportunity to talk to
a group of CPAs at a Chapter Meeting in the Tennessee
Society of CPAs in the Eastern part of the State.

As one

might imagine, most of those people were from the smaller

type firms; they were from smaller communities.

They

were all interested in "How do we get into management
services work?"

"What can we do?"

"How can we include

ourselves in this large growth rate that is being main

tained by most of the other firms across the country?"
The main problem that these people face,
as well as the other smaller type firms or the regional
type firms, is the staffing of these types of departments.

It was most surprising to learn that they were all inter

ested in it but they didn’t have the people who were

capable of doing and performing the type of management
services engagements that their clients needed.

They

therefore had to turn to the outside in some form to be

able to have the talent that is necessary for this.
Our answer to them was much the same as the

answer that we had to give to ourselves.

The source is
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the hardware manufacturer trained type computer men, the
industry trained type systems men, those who are interested

in systems and procedures work, and that most of these

firms feel they cannot spend the time or the dollars to
train people in their present staffs in the types of

subjects necessary to get them into management advisory

services.
The smaller independent firm must be given

the opportunity to go into the market place and buy the
talent necessary for coverage in this area and be able to

offer the people they need something other than just
dollars and cents.

These smaller firms may offer these
specialists the title of, say, principal or manager but
the opportunity for advancement to the role of a partner

ship in this small firm is very, very limited, almost nil;
nor are the opportunities there to feel that these people
are part of the profession, as they cannot belong to the

professional organizations.

Still the same old question

Second class citizenship.

If we are then to continue to grow and be
recognized as the doctors of business, the people who are

most capable of treating the ills of business and provide
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the types of cures that the client of the smaller or
regional type firm has and expects from us, we then must

provide an avenue whereby the people who are the special
ists, but not the CPA attest type, can perform, where they
can be accredited and recognized as part of us.

And we

submit that these people must be given an opportunity to

have the role in their firms which they so justly deserve.
So, Jordan, I give it back to you.
MR. GOLDING:

Thank you, Craig.

To bear out one of the points you made,

I was on a panel in Massachusetts about two months ago.

The discussion was on the recent publication by our com

mittee on guidelines for the administration of a M.A.S.
practice.

The panel attracted some 50 or 60 people in

the audience and they were predominantly from the small

or medium-sized firms.
After we had made the presentation with

respect to the guideline publication I think we were
amazed to find that the question period which ran for over
an hour addressed itself not to the guidelines, but to

this very issue.

And these are small and medium-sized

firms, and I don’t think there was a firm there that had

more than 20 or 30 total staff, including partners.
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They were concerned because they all wanted

to get started in management services, they had read the
guidelines, they understood them and so forth.

do they get the people?

Now where

How do they really get started?

We had given them the message and the avenue and so forth,
but it takes people to accomplish this task.

Many expressed a total frustration because
they just didn’t have the manpower on their own CPA or

their own audit and tax staffs to spin off and get some
body started in management services.

Others commented

that they just couldn’t motivate people in this direction.
And so they turned to the outside and about 50 per cent

of those represented just could not attract people to come
in for interviews.

They had nothing to offer one non-CPA,

or a single CPA coming into a predominantly CPA organiza

tion.
Those who were successful enough to bring

in a man to get something off the ground found that after
a while the cohesiveness and motivation was lost because

he couldn’t communicate on any common grounds with those

in the firm.
So I think that what Joe Carrico has said

and what Craig has said is certainly proven in this one
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particular meeting in Boston.

Another interesting aspect is that I think

that one of the reasons the meeting was attended primarily
by smaller practitioners is the percentages that Joe

Carrico cited, that within the larger firms the greatest
percentage are non-CPAs and never received notice of the

meeting, so we lost out two ways.
Well, that’s the problem.

Now what do we

do about it?

Number one, there has been talk in the
past about Associate membership in the Institute; some of
the state societies have this.
We think that Associate membership per se
and alone answers no questions and still creates the

second class citizenship that Joe Carrico referred to
earlier.

As a committee we have unanimously rejected

this as a viable course of action.
What we do believe in is accreditation and

membership in the Institute.

Two months ago we addressed

the Board of Directors of the Institute in Dallas and we
suggested a committee be formed to look into the problem
of accreditation.

Lou Kessler has already taken this by

the hand and set up a committee, I believe headed by
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Ralph Lewis which will include people from audit tax,
management services, and also from the field of education.

They will also hopefully draw on non-CPAs to talk to as
part of this committee, and people from the state boards.
What we recommend to the committee is an
approach to the problem.

We don’t have the final answer

and I am sure it will take a while for the committee to
arrive at its own decisions, or the course they have been

charged on.

But what we do have is an approach which we

consider to be viable, realistic, and consistent with the
concern that we have about specialization.

Number one:

We think that there should be

a testing procedure to arrive at accreditation.

And what

do we test on?
Well, first of all I think that these nonCPA specialists should have some meaning, some understand

ing as to what a CPA firm is all about.
what the attest function really means.

They should know
Maybe they don’t

have to pass the auditing part of the Uniform CPA Examina
tion, but they should know why we have auditing, what the

auditor’s certificate means if they are going to be an
integral part of the CPA firm.

Consistent with that, they should be tested
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on the ethics of the profession.

They should thoroughly

know what the Code stands for, what it means, not only
for management services, but for all aspects of the pro

fession.

I think if we tie together these two points
you are going to have consultants on your staffs who will

be able to a) communicate; b) work cohesively with the

audit partners and, likewise, the audit partners will
have a little more respect and common ground for talking
to these non-CPAs and those especially who are brought in

from the outside after a number of years of experience in
industry or other non-CPA activities.
One of the members of our committee sug

gested--he was an educator--that possibly a key point to

this examination should be what is now the Accounting
Theory portion of the Uniform Examination.

He felt al

though we shouldn’t have to require these men to take all
of the existing examination, that accounting theory
represents a lot of logic, that many people do have some

background, whether it be one or two courses in account

ing, and that it is not inconceivable and not unrealistic
to ask these people to take that as a pivot part of the
examination.

This would give them, again, some common
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ground.
If we are talking about men who are going
to do systems work or solving other type of accounting-

related problems, then the theory part of the examination

certainly would make a lot of sense.

Finally, the examination would include
elements of management advisory services work.

They could

be tested on the standards thus far promulgated by the

committee, on the guidelines that the committee has put

forth, and the possibility of testing them in a limited
number of specific specialized areas.

The main thing is

that the non-CPA, if he passes this examination, will

understand the environment that he is supposed to be
working in.

And I believe that by doing this the greatest

benefit will be not to the non-CPA who becomes accredited;

the greatest benefit will be to the CPA profession and
the CPAs now in the profession.

I think a further advantage to this type
of approach would be that the image of the consulting

phase of our practices would be enhanced within the busi

ness and financial community.
Again, what I have said before, and what

we have said before are merely suggestions.

The committee
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itself, headed by Ralph Lewis, will have the task of

finding the ultimate answer.

But our recommendations

we believe are viable; we believe they face up to the
challenges ahead.

We must bear in mind that at the past

two Council sessions we have encouraged all members of
the Institute to perform those M.S. services which they

are qualified for.

Many of these skills expected by our

clients are better serviced by people who are now nonCPAs.

We feel if we are to perform these functions the

members should have the opportunity for accreditation and
membership in the AICPA.

If we don’t do this, we are going to have
this imbalance that Joe Carrico has cited statistically;

it’s going to get worse.

The problem is not going to go

away if we ignore it.

I would like to close by remembering that
our leaders have recently written two books.

One is

entitled, "The CPA Plans For The Future”; another is
entitled, "Horizons For A Profession."

They both suggest

the future.

We suggest that the future is here and the

action is required now.
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Thank you.

(Applause)
PRESIDENT KESSLER:

Thank you very much.

I think from that large order you will

understand that we did not ask Ralph Lewis to come up with
a report by the time of the fall meeting of Council.

This

is a big subject; if you have suggestions, comments, I

am sure that they would be welcomed.

You could send them

in to the Institute in care of me or Ralph Lewis, either
one.

But in the meantime if you have a question
or two for the panel, we are just about on schedule.

We

could take a couple of questions from the floor if you

have any.
It is a large order and it is a difficult

subject.
Eddy DeMiller?

MR. EDWARD A. DeMILLER, JR.:

Mississippi.

Eddy DeMiller from

I don’t have a question but I do have a

comment.

I notice the panelists never did really
comment that this is the American Institute of Certified

Public Accountants.

I heard a speech last year by a man
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who prides himself on telling it like it is.

His comment

which I remember is that public accounting is no longer

a profession, it has now become a business.

I would just like to say that I think that
we ought to go mighty slow in this matter because I see

some mighty dangerous implications.

Because of the time

element this morning I will not go further into this, but
I think it is something that should be given careful con

sideration.
PRESIDENT KESSLER:

ThankEddy.
you,

I think if Jordan Golding had his "druthers,"
i

he would have preferred that we did not make the name

change back there from the American Institute of Account
ants to the American Institute of Certified Public Ac

countants.

Nevertheless, we did, although that is not

exactly right.
I have been fighting to get the experience

requirement removed, because it is still the American
Institute of some Certified Public Accountants as I think

Jack Seidman mentioned once upon a time.
But anyway, this is all part of the problem.

MR. GOLDING:
comment.

I would like to comment on the
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We recognize it is a very serious matter,
also, and this is why we did not undertake to come up

with our own specific recommendations that Council or the

Institute act on.

We instead recommended to Lou Kessler

and the Board of Directors that a committee be set up to

study the matter.
This is why I think a very well balanced

committee has been put together and why they will be call
ing on specialists of all categories, because of the

seriousness of what we are about to undertake.

PRESIDENT KESSLER:

It should be obvious to

all of you that these gentlemen are CPAs and members of

the Institute or they wouldn’t be here, wouldn’t be on
the committee, and everybody that I appointed to the

committee is a CPA and a member of the Institute, or I

couldn’t appoint him to the committee.

So, that’s where we stand now.
Thank you very much, gentlemen, for your
very interesting report.
(Applause)
Our next topic is entitled, "The Dis

advantaged Program:

One Year Later."

Ed Lang has undertaken a task that is
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perhaps unique for an Institute committee chairman.

The

Committee for Recruitment from Disadvantaged Groups is

not dealing just with a problem for our profession, but
with our profession’s share of a national problem.

It makes a difference, for our reputation

as a serious and socially conscious profession can ride
on the results.
In view of the difficulty and unusual

responsibilities in the assignment, Ed asked his firm for
time, and his firm generously gave it.

Ed crossed the

country many times and talked face-to-face with people
most concerned, students, faculties, representatives of

other organizations.
Officially he has spent approximately one-

half of his time on the work of this committee.

I think

it is closer to full time, and particularly when you con

sider the after-hours and evenings and trouble on week
ends .

In all my years of professional activities
I would be hard put to find a more hard working, dedicatee,
and effective committee chairman than Ed Lang.

And, of

course, one reason perhaps that he is as effective as he

is, is that no one wants to start an argument with him.
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He reminds me and impresses me about like

Bob Lilly, the All-American guard on the Dallas Cowboy
football team.
Ed, I’m going to raise this and you can

speak from here.

I am going to trade places.

MR. EDWIN R. LANG:

Thank you, Lou.

(Thereupon Mr. Lang presented

his prepared address which
was not stenographically re

ported .)
MR. LANG:

With that I would like to close.

I guess I am the only guy between you fellows and the
golf course.

Thank you.
(Applause)

PRESIDENT KESSLER:

Thank you very much, Ed,

for a fine report.
Ed has been working so long and so hard
on this that he said that Ralph Kent made his speech in

1948 as opposed to ’68 but, anyway, there is just one more
between you and the golf, and we have that much time
between now and 1 o’clock.

at 1 o’clock.

We are scheduled to adjourn
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At this time I would like to call on the
chairman of the Awards Committee, Lou Penney.
MR. LOUIS H. PENNEY:

met as it must every year.

The Awards Committee has

The present committee is made

up of Ralph Bartlett, Willard Erwin, Glen Ingraham, Sr.,
and Jack Seidman, plus myself.
It might be well for me to refresh your

memory as to the criteria for the Award.

This was estab

lished a number of years ago and was adjusted two or three

times, but it remains unchanged now for quite a number of
years.
It reads (reading):
"The CPA Gold Medal Award for distinguished
service shall be made to a member whose influence

on the profession as a whole is distinguished when

compared with other contemporary leaders.”
The Award has been given, commencing back
in 1943:

26 years, and sometimes there have been more

than one Award in any particular year.

Three times there

have been three Awards to three people; one of those

people in that group was given posthumously.
Nine times there were two Awards, and

eleven times the single Award, and three times none at
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all.
The last time three Awards were given was

in 1957.

The last time two were given was in 1967.
The committee has had a very difficult
We have machinery evolved that is almost

time this time.

like a computer to sift out our opinions and consolidate
them and distill them into one person, but this time it

didn’t work and we have three on our list.
The first one, the man is not here today

unfortunately; Weldon Powell who was killed in an auto
mobile wreck a number of years ago together with his wife

and leaving no relatives of any kind.

We thought about

this quite a bit, that there would be nobody here to

accept the Award for him, no relative except perhaps his

partners.

But we felt Just the same that this had to

happen as a memorial from all of us in his name, because

he did a great deal--you will hear it in the fall at the
annual meeting, his accomplishments.

They have been many,

and the most recent one that he had before he passed away
was the first Chairman of the Accounting Principles Board,

and he was the Chairman of the Ad Hoc Committee that laid

down the rules for the formation of the Accounting
Principles Board.

97

The next man on our list, the next member

on the list--and, again, I won’t extol his virtues and
point out the things that have happened because that will
all be part of the citation which will be read when the

Award is presented at the annual meeting in the fall:
Thomas D. Flynn.
Tom, can you step up here?

(Applause)

I am not going to ask Tom to make a speech
because he is probably ill-prepared anyway, but the fact

remains that I wanted you all to have a chance to look

at him and see him.

Just stand there a minute and I will

get the third person.

The third person is one that you all know
and he has been so familiar to all of you for the activi

ties that he has been on for the last 20 or 25 years:
Elmer G. Beamer.

Where are you, Elmer?

(Applause)

I am not going to ask Elmer to make a speech

either, but I Just wanted you to see these gentlemen, to
make sure that you recognize them, and now you can go

about playing golf or whatever.

(Applause)
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PRESIDENT KESSLER:

Thank you very much, Lou,

and we are very happy for Elmer and Tom and we all
recognize the fine work that was done also by Weldon

Powell.

Now, we are still ten minutes ahead of

schedule and we are going to end on this happy note.
There are several announcements on the

bulletin board; please check that on your way out.
And on the TV report that I watched this

morning it said something about fair weather and tempera
tures ranging from 70 to 80.

I think this is a good time

to adjourn for your recreational activities.

We will see you all this evening at 6
o’clock with your ladies in the Cloister Garden.

This session is adjourned.
(Thereupon the meeting recessed

at 12:50 o’clock p.m.)
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TUESDAY MORNING SESSION

May 5, 1970
The Spring Council Meeting reconvened in the

Great Hall at 9 o’clock a.m., President Louis M. Kessler,

presiding.
PRESIDENT KESSLER:

Mr. Lawler has already

informed me that we do have a quorum.
I am going to make an announcement that
the meeting with the Continuing Education Committee this

afternoon will begin at 2:30, rather than at 3:30 in the

Seville Room.
You will note that the first item on your
program for this morning is a report of the Executive

Vice President.

Now, I could kill four or five minutes

while some of the late comers are arriving by giving you
a long introduction listing biography, past accomplish

ments, et cetera, et cetera, but in order to encourage

people to get here on time I am going to introduce a
man who needs no introduction, Mr. Leonard M. Savoie.

(Applause)
MR. LEONARD M. SAVOIE:

dent.

Thank you, Mr. Presi

Members of Council and Guests:

After listening to
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Lee Layton’s excellent report yesterday I decided that I

should completely change what I had in mind telling you.
I really think he summarized some of our more significant

problems in an excellent way, and even had some good

suggestions for solutions.
But today I want to take a little different

approach and talk about a very few, very specific matters
which I think may give you a flavor of some of the prob

lems that we do face today.
Never before has accounting been the sub

ject of such widespread public attention.

We have, in

the jargon of today, a high profile and we must learn to
live withit.

Newspapers and magazines publish pieces

about accounting with increasing frequency.

Inadequacies

in financial reporting, in proposed changes in accounting
requirements are always controversial and, therefore,

newsworthy.

There can be no doubt about the implications

of these stories.
The public is learning of the importance

of the accounting function and it is expecting a better
performance by the accounting profession, collectively and

individually.

The public expects the organized profession,

the American Institute, to raise the level of technical

101

standards, and it expects individual CPAs to report

fairly and objectively in accordance with the higher
standards.

The Institute embarked upon a campaign to

reform accounting principles and financial reporting be
fore a good many of its members were ready for it.

But

the time for reform has come and there can be no avoidances

of it.
With the high profile we have, reform is

inevitable.

The only question remaining is who will do

it, the profession or the government?
While the need for reform is obvious and

the dedication of the accounting profession to accomplish
ing it is earnest, the pressures resisting reform are very

strong indeed.

Let me cite a few specific instances.
The Accounting Principles Board has achieved

high visibility by its announced position to tighten

accounting rules for business combinations.

The issue is

complex, controversial, but certainly not insoluble.

The

APB has arrived at a tentative position, it is a sound

position, it would clarify merger accounting and eliminate

the choice of alternatives.
Now, predictably, this proposal has not
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received universal support.

In fact, some opponents have

organized campaigns to try to defeat it.

For example,

the Financial Executives Institute has urged its members

to write to the APB to register strong opposition to the
proposal and they are writing, and in a very emotional
vein.

And the F.E.I. has belatedly authorized
a research study of accounting for business combinations
which were affected in 1967.

The research prospectus

implies that its purpose is to demonstrate the incorrect

ness of the APB’s exposure draft.

And F.E.I. representa

tives have admitted upon questioning that their position

is that we should continue the status quo, we should con
tinue present practices of accounting for business combina

tions .

At least one accounting firm has advised
its clients of the firm’s opposition to the APB proposal
and has suggested to them that they express their views

to the APB.

Other accounting firms also have made known

their opposition to the Board position.

And corporate

managements have opposed it, too; some darkly suggesting
drastic actions to thwart the APB’s efforts.

In a way this is reminiscent of the Income
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Tax Opinion of two and a half years ago when F.E.I., some

accounting firms and business managements were trying to
block its issues.

The Opinion was issued, but the treat

ment of investment credit was withdrawn from it.

Today one might speculate on whether

opposition to the APB on business combinations will keep
it from issuing a final Opinion.

If this happens I be

lieve the abuses of merger accounting will be curbed
surely and swiftly by the S.E.C.

The opponents then

will not have succeeded in preserving the advantages they
now see in today’s loose practices, but they will have

felt a body blow to the accounting profession and they

will have forced the transfer of an important function
from self-regulation to government regulation.

I believe, however, that the APB will issue
an Opinion on business combinations that will greatly

restrict the use of pooling of interest method and will

require amortization of goodwill that arises by use of
the purchase method.

Business Week has predicted that in the

pooling of interests squabble the accountants will probably

win.

For one thing, the APB has a powerful ally in the

Securities and Exchange Commission whose chairman has
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supported the APB position in a statement before the
Senate Anti-Trust and Monopoly Subcommittee.

Many other

organizations, including the Financial Analysts Federa

tion and the National Association of Accountants have
indicated their substantial agreement with the Board's
proposal.

Members of Council could help by offering
their support and encouragement.

Let me turn to another very specific issue
and give you some insight into problems that we are hav

ing with reform.

Bank accounting:

A final pronouncement

was released some time ago, but opponents of reform have
managed to keep the controversy alive.

In January, 1968,

after nearly ten years of trying, the Institute’s Commit

tee on Bank Accounting and Auditing issued its guide
"Audits of Banks"

even though the banking industry and

the bank regulatory authorities did not then agree with
the format of the income statement.

And a year ago the

APB removed the bank exemption from Opinion 9.

Thus

requiring banks audited by CPAs to report a net income
figure which includes securities gains and losses and a

provision for loan losses.
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Meanwhile, the S.E.C. was becoming increas

ingly involved because of filings by bank holding com
panies.

And last July Andy Barr, Chief Accountant of

S.E.C., called together representatives of the three
bank regulatory agencies, the American Bankers Associa

tion and the American Institute.
This meeting resulted in an agreement on

an income statement substantially as called for in our

audit guide, but with some minor modifications.

The

bank regulatory agencies issued new regulations to the

banks and we put out a short supplement to the audit guide.

The 1969 financial statements of banks were presented in
accordance with the new format which we all agreed to.

One might think that would end the matter.
Not so.

In April, just after the first quarter financial

statements were published, bank security analysts and

bankers began a campaign to get the news media to drop
the reporting of net income and revert to reporting net
operating earnings which would exclude securities gains
and losses.

Analysts talked to Charles Stabler of the

Wall Street Journal, after which an article was published

quoting their criticism of the new format.
Now, we asked for equal time with Stabler
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and got it, but so far we have not had equal coverage of
our news in the Journal.
The same group of analysts asked to talk
to Eric Heineman who writes about banks for the New York

Times.

He scheduled a luncheon meeting with them for

Friday, April 24th, and invited us to attend.

After the

meeting was scheduled, but before the date arrived, the
New York Times on Sunday, April 19th carried an article

headlined "Banker Scores New Accounting,” with the byline
and picture of Walter Riston, President of the First

National City Bank of New York.

Now we asked for equal coverage also of

our views in the Times and they agreed, so we quickly

prepared a piece for the Sunday, April 26th issue.

This

was done under rather trying circumstances; I was out of

town and there were many, many long distance calls.
But when the five bank security analysts

showed up for the April 24th meeting at the Times, they
were surprised to be handed a bylined article we had
prepared and to see Al Mentzel, Chairman of our Committee

on Bank Accounting and Auditing, and me.

They thought

they were going to argue with Heineman and they found a

different forum
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Heineman, in turn, brought with him re

porters Bob Metz and Bob Hershey, and a tape recorder.
There followed a two-hour recorded debate, during which
the analysts did not convince us of anything--and I am

sure we didn’t convince them of anything, either.
And we may not know for some time, prob

ably until early July, whose views Heineman found per

suasive.

We do know that he has plenty of controversial

material to publish as he chooses and you may be looking
for it.

He did publish our article on Sunday, April 26th,

A delightful twist to this episode occurred
the day before the meeting with the reporters and analysts.
I received from David Knorr an unsolicited letter enclos
ing the Riston piece, deploring it, and strongly support

ing our net income requirement for banks.

Now, David

Knorr is chairman of the Financial Accounting Policy
Committee of the Financial Analysts Federation and he was
speaking in that capacity on behalf of the entire commit

tee .
Now, the Times men were delighted to learn
the security analysts could not agree among themselves,

so I suspect there may be something written on that before
long.
L
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This episode brings to mind some words of

Niccolo Machiavelli who said nearly 500 years ago:
"There is nothing more difficult to carry
out, nor more doubtful of success, nor more dangerous

to handle than to initiate a new order of things,
for the reformer has enemies in all those who profit

by the old order and only lukewarm

defenders in all

those who would profit by the new order."
Our high profile has been showing in many
other ways.

A couple of weeks ago Stabler of the Journal

discovered the prospectus of Donaldson, Lufkin & Jenerette,
the first stockbrokerage firm to go public.

He noticed

the three figures for earnings per share, called the

company for an explanation, learned that they were unhappy

about it and that therefore he had a story.
The firm carried its marketable securities

at market value with the unrealized appreciation and de
preciation taken through income.

Securities not readily

marketable were included in the statement at cost, but in
the summary of earnings, earnings per share figures were

covered on three lines; one for net income, one for changes
in fair values of non-marketable securities, and the third
was the sum of the other two.
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Now we can only guess as to whether the

company’s unhappiness was conceptual or practical, but
the Journal noted that fair values increased greatly in
1968, but decreased in 1969.

This new presentation is an example of the
quick decisions Lee Layton said we face.

Brokerage firms

were going public before our Committee on Stockbrokerage
Accounting and Auditing could issue its revised audit

guide.

The committee did meet and decided that market

able securities of a broker should be carried at market
values and non-marketable securities should be carried

at fair values with unrealized appreciation and deprecia
tion included in income.

However, some reservations were stressed
about the practical difficulties of determining fair

values of restricted securities and other investments
which were not readily marketable.
The tentative solution that was used in

the Donaldson, Lifkin & Jenerette prospectus arose as a
result of an agreement.

A meeting was held at the S.E.C.

with New York Stock Exchange representatives’ president,

Investment Bankers Association, National Association of
Security Dealers and the American Institute and we came
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up with this tentative position.

And our committee, sub

ject to the approval of the chairman of the Accounting

Principles Board, will be arriving at a final solution

soon.
The accounting profession has high visibil

ity today in government circles, also.

Relations are

very extensive; our Federal Tax Division is in close touch
with Internal Revenue Service and other offices of the
Treasury Department.

More than a dozen regulatory agen

cies have asked for liaison committees with the Institute.
Congress is showing an increased interest in the account

ing profession.

Recently we filed statements at Senate

hearings on accounting for franchised companies, on con
glomerate mergers, and perhaps one of the most significant
of all, we testified recently in Senate hearings on uni

form cost accounting standards.
Nearly two years ago uniform cost account

ing standards were proposed by defense contractors.

Legislation called for the Controller General to make a
feasibility study of the application of those standards,

and in January of this year the Controller General issued
his report which concluded, to no one’s surprise, that
uniform cost accounting standards are feasible and
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desirable.

Bills have now been introduced calling for

the Controller General to set those standards for use by
defense contractors.

The hearings that were held a month ago
considered this proposal, as well as an alternative which

would create a new agency, a new board within the Execu
tive Branch of the government to perform the function.

We, and the Controller General himself favored the latter

proposal, but it is difficult to tell which will prevail.
The Administration has not yet arrived at a recommendation,
but I do believe they also favor the independent agency.

However, this is the political arena and
I suspect Senators Mondale and Proxmire may have the upper
edge.

Whichever position prevails, the accounting profes

sion is sure to have a greater involvement in this area.

Having a high profile as we do means that
more people in more places are watching us.

They are

increasingly aware, not only of deficiencies in underlying

standards, but also of deficiencies in carrying them out.
Financial writers, security analysts and other informed

observers recognize marginal or substandard reporting,

even though it may be condoned because of some loopholes
in our rules.

They are alert to changes in our
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pronouncements on accounting principles, to changes in

accounting methods, and changes in auditors.
We face an important challenge to see that
our standards are enforced in spirit, as well as in

technical compliance.

In short, we must learn to live

with a high profile.
Thank you.

(Applause)
PRESIDENT KESSLER:

Len, would you be open to

questions or would you rather defer that to the question
period tomorrow morning?
Are there any questions or comments?

This

is a very important, significant report; many things are
going on.

I want to give you the opportunity to ask Len

some questions.

If you don’t have them formulated now,

don’t hesitate to put them in the question box for tomor
row morning.

We will start tomorrow morning with the
question period and we have two hours allocated for ques
tions and answers.

The next item that you see on your program

is entitled, "Tax Responsibilities - A Turning Point."

Completing his second year as Tax Division
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Chairman, Bill Barnes is more or less catching his breath

from time to time.

The Tax Division delivered extensive

testimony on the Tax Reform Act before the Senate Finance
and the Ways and Means Committees.
Last month another comprehensive document
was submitted to the Treasury at its request containing

recommendations on the content of regulations under the
new law.

Right now Bill is contemplating how the Tax

Division will deal with Treasury proposals for change in
the estate and gift tax laws, deferred compensation, de
preciation, et cetera, et cetera.

And the Tax Division has just released, as
I am sure you all know, three exposure drafts under the

tax practice responsibilities program.
Bill Barnes.
MR. WILLIAM T. BARNES:

of Council:
Division.

Mr. President, Members

This has been a very busy year for the Tax

I would like now to publicly acknowledge our

debt to Gil Simonetti and Herb Pinkston of the Institute

staff without whose aid we never could have completed our
program.

(Thereupon Mr. Barnes presented
his prepared address which was
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not stenographically reported.)
(Applause)
PRESIDENT KESSLER:

Thank you very much, Bill.

The next item on your program says, "Lawyers
and CPAs;

A New Era In Cooperative Relations."

George Horn is completing his third year
as Chairman of the Committee on Relations with the Bar.

In all, he is completing six years of service on this
committee.

We are deeply indebted to George for the

sensitivity which he has shown toward the need to main
tain and improve, at the national level, our relations

with lawyers.
This is particularly important since, as

Chairman of our Committee on Relations with the Bar,

George serves as Co-Chairman of the National Conference
of Lawyers and CPAs.

During George's tenure as Chairman, we have
seen an interesting shift of direction on the part of the

activities of the National Conference of Lawyers and CPAs.

And I well remember 1951 when John Queenan
and Maurie Stans were working hard in an entirely different

climate.

George, will you bring us up to date on this
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subject?
MR. GEORGE M. HORN:
Council:

Mr. President, Members of

I think the attitude which has characterized

the work of the National Conference of Lawyers and CPAs
since its first formal meeting in 1944 could probably

best be described as negotiation, not litigation.

It was

the level-headed, common sense leadership of John Queenan
and Maurie Stans who were the first leaders of the Na
tional Conference group and the counterpart from the

American Bar Association, William Jameson, which brought
us through this emotion-packed, chaotic condition which

existed between the Institute and the American Bar in the
late 1940's and early 1950’s.
Looking back over those difficult days,
it is very pleasant to be here this morning and tell you
that we think the current relationships between lawyers

and CPAs are at perhaps their highest level and the

prospects for the years ahead look even better.
This desirable state of affairs has been
building gradually since 1951 when, through the efforts

of the National Conference, the American Bar and AICPA
adopted a "Statement of Principles Relating to Practice
in the Field of Federal Income Taxation.”

This statement
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was for the guidance of members of each profession.

And

without presuming to define the practice of law or account
ing, the Statement contains guides regarding the roles

of the lawyers and CPAs in the area of taxation.
The Statement urges collaboration between
the two professions in the best public interest and it

recommends that services and the assistance in federal
income tax matters be rendered by qualified lawyers and

CPAs.

It counsels avoiding conflict and it highlights

the beneficial effects of education and persuasion.

I think to this day this document stands
as an excellent example of what two related professions
can do by working together.

Although it is limited by

its terms to federal income tax matters, much of the text
and the spirit of the Statement is applicable to other

situations.
The relationships that exist at the Na

tional level and the Conference between the lawyers and

the CPAs also appear to exist at state and city levels.
The results of a recent survey undertaken by the Con
ference reveal that there are joint conferences of lawyers

and CPAs in a number of states, and even in some cities
and that they too, operate with increasing understanding.
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I think we have good reason to feel con
fident of the future because up to a few years ago, while

the National Conference dealt on a cordial and friendly

basis, it did meet quite frequently to deal primarily
with grievances that were brought to the attention of the

lawyer members of the Conference by practicing lawyers

throughout the country.
Certainly these were appropriate matters

for the Conference to consider since one of its objectives

is to try to resolve differences through negotiation
rather than litigation, and this is still an important

function of the Conference today.

However, in recent

years the lawyers and the CPA members of the Conference
felt that it would be equally desirable for the Conference
to act in a positive catalyst role rather than to function

only as a grievance mechanism.

So this has resulted in the National Con
ference focusing on its role as a vital force in accentu

ating the working relationships between lawyers and CPAs.

Collectively, lawyers and CPAs provide a
service which cuts across almost every facet of human

endeavor and it is no accident that considering the inter--

relationship of financial and legal aspects of our society,
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that lawyers and CPAs have a great many similar problems.

And although they view them from different perspectives,
it is obvious that the best service would be for us to

work together for the best interest of our mutual clients,
The areas of collaboration are likely to
be in areas such as estate planning, tax and legal actions,
matters involving accounting litigation, establishing

business relationships and matters with the S.E.C., labor

matters, and the like.
While lawyers and CPAs often work together,

they too often work separately when they ought to be work
ing together.

And sometimes this failure to collaborate

results in the position held by some lawyers and CPAs in
a particular situation that their opposite numbers are

doing professional work in areas where they do not qualify
by training or experience.

Sometimes the criticisms are

well founded and in such cases the lawyers and CPAs in

volved ought to learn to alter their practices and poli
cies .
But in many more cases a better comprehen

sion by CPAs of what lawyers are supposed to do, and a

better comprehension by lawyers of what CPAs are supposed

to do would eliminate problems.
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More often, we believe that the failure
to collaborate is a matter of inertia or a lack of time,

even though the wisdom of seeking help from other profes

sions is obvious.
So in this increasingly complex world we

think it is imperative that the CPA keep abreast of what’s
going on, not only in his own profession, but make great
use of the talents of the legal profession.

And to help

CPAs and lawyers meet this objective, the National Con

ference is making plans to encourage more active discus

sion and communication between state and local bar groups
and the state societies of CPAs and their local counter

parts .
We have been working on two projects at

the Conference level which we hope will help CPAs and
lawyers collaborate with better mutual understanding in

the service of their clients and in the public interest.
The first of these projects is a publica

tion of a Conference document which will describe the
current state of relations between lawyers and CPAs, will

discuss the professional responsibilities of both profes
sions and encourage Joint professional meetings.
This document is entitled “Lawyers and
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Certified Public Accountants:

A Study of Interprofessional

Relations.”

Many members of both professions already
know much about each other from day-to-day working condi
tions; they know the kind of contributions each can make

on his own to further the public interest.

And they know

how and when, by working together, they can accomplish

their objective.

But on the other hand, there are many

lawyers and CPAs who are not so well informed.

We hope that both these groups will find
the Conference document useful.

For the informed it

should point up ways of promoting greater understanding
among lawyers and CPAs; and for the others, we think it
may open up new horizons of understanding and fellowship.

I am pleased to be able to report that

the document has been unanimously approved by members of
the National Conference and that President Kessler has

also put his stamp of approval on it.

We expect momen

tarily to receive the approval of Bernard Segal, the ABA

President.
It is our intention to have this document
published in concurrent issues of the Journal and the

ABA Journal and in addition we expect to have copies of

121

this booklet prepared for distribution to state and local

CPA.
Our second project, which is in the early

stages of progress, is the development of a program for
a National Seminar for Lawyers and CPAs.

This seminar

would provide a forum for leaders in the legal and account
ing professions to discuss areas of common interest.

This

might be considered similar to the Seaview Symposium on

corporate financial reporting.
We expect to issue invitations to appropri
ate individuals, both in connection with speakers and

audience.

While a good deal more work must be done on

this project, I would like to share with you the Con

ference thinking of how this project will be carried out.
We feel that the seminar would probably be

held for one and a half to two days and that the subjects

discussed would be in the context of broad categories of
mutual interest to lawyers and CPAs in areas such as pro

fessional affairs.

In this subject area we think that both
the legal and accounting professions have a number of

common attributes and concerns in connection with the
effective development of the professions from an
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organizational point of view.

We believe that it would appear that a

substantial benefit can be derived from a better under
standing of how each profession is organized and how it
works to achieve its objectives.

Examples of subjects that might be covered

are things such as professional ethics, disciplinary
procedures, continuing education, social action activities,
economics practice, and matters of dual practice.

We think that an area such as government
entities would be an interesting subject to consider at
this symposium because lawyers and CPAs regularly repre
sent clients in connection with matters under direct

supervision of governmental agencies. It would be desir
able for lawyers and CPAs to have a clear understanding
of how each could compliment the other in connection with

agency practice and representation of mutual clients.

Examples of subjects in this area would
include matters like S.E.C. filings, government contract

negotiations, rate making proceedings, and compliance
audits.
And last but not least, we feel this

symposium should consider areas such as business advisors’
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role for both lawyers and CPAs.

While the government

category deals primarily with working relationships of

lawyers and CPAs in specialized situations, this category
would cover the broader areas of activity where collabora

tion between lawyers and CPAs is essential and in the
best interests of mutual clients, and clients in general.

We feel that substantial progress has been

made over the last 26 years in the National Conference

and we see no reason to believe that further benefits can
not be achieved.

However, the lawyer and the CPA in their

striving for excellence in their professions must exercise
due care to avoid intrusion into one another’s proper
areas of practice.

The general reciprocal respect which has

built up over the years will continue as long as lawyers
and CPAs are alert to their responsibilities to each other
and to their clients.

I have no doubt that the members

of the learned professions of accounting and law will

meet their obligations.

It has been very pleasant being with you
this morning.

Thank you very much.

(Applause)

PRESIDENT KESSLER:

Question?

Mr. Seidman?
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MR. J. S. SEIDMAN:

George, one of the areas

that you mentioned for collaboration, and very appropri

ately so, is estate planning.

I have in my hand the ABA,

American Bar Association Newsletter that has just come

out and it reports that the Committee on Unauthorized
Practice of the Law has just announced a ruling that

estate planning would constitute the unauthorized practice
of the law and it indicates among the field that involve
the practice of law in estate planning is taxation.

I haven’t seen the detailed ruling and I
don’t know whether you may have seen it, because it is
just in this current Newsletter.

But I am wondering whether this sounds

like the beginning of another hassle?
MR. HORN:

Jack, we have had some very interest

ing experiences with this particular publication.

It

seems as though a great many ideas get exposed in that
publication that does not have the approval of some of

the responsible groups in ABA.

I also saw the piece that you refer to and
I have not had a chance to contact Wes Vernon who is my

counterpart on the National Conference.
Our experience in the last three or four
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years has been that we have had a complete discussion of
all of these areas whenever they have developed, and I

do feel that there has been a playing down of the role
of the unauthorized practice group and--well, time doesn’t
permit today.

We have had a very interesting series of
developments over the past year where the unauthorized

practice group has been, I think I can honestly say,
shoved back into the corner in this particular area.

I

think you already know that there is a local group in the
Bar that for a long time has been challenging the role of

the CPA in the tax field.

I don’t expect this will ever

cease, but I think the leaders in the Bar feel that this
group should not be given an opportunity to continually
harass CPAs in this field, that we have a great deal more

to gain by cooperating than we have by looking for new
areas for litigation.
PRESIDENT KESSLER:

Thank you very much, George.

And with this new Statement, I think we are

in a happy situation.
When you see it and in spots the language
seems slightly stilted, just remember that it is written

in parallelism and what is said about one profession is
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said in almost identical language about the other pro

fession, and that does not make for smooth-running
language.

But it is a good document and we have come a

long way.
I am going to adjourn for a coffee break
and I am going to ask you to be back by twenty-five after

because Roger Wellington--we are supposed to start at
10:30--and Roger Wellington is back there and he has all
this information about the Golf Tournament, so don’t miss
it.

Get back by twenty-five after.

(Thereupon a short recess was
taken, after which the follow
ing proceedings were had:)
PRESIDENT KESSLER:

Gentlemen, the Golf Chairman

tells me that if you are not in your seats, you forfeit

your Blind Bogey money.

While you are taking your seats I could

tell a golf story, but I don’t know any new ones; I just
know a lot of old ones.

This is pretty good, Roger.

I think if you

want to tell a golf story, you may, but at least you have
the floor.

Roger Wellington, the Chairman of the Golf
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Tournament.
MR. ROGER WELLINGTON:

and Gentlemen:

Mr. President, Golfers,

The Tournament, as you all know now,was

held Saturday and Sunday, and for a change from at least

one recent past time, we had excellent weather.

However, I can’t say the same for the
scores, they ran from 81 to 124, and it seems fairly ob
vious that all of us are working much too hard and not

paying nearly enough attention to our golf game.
There was a certain amount of confusion

about the Tournament with this new arrangement of playing
Saturday and Sunday.

We weren’t able to make up foursomees

in advance because of the indefiniteness of players plans

and I hope this didn’t prevent any men from playing that
really wanted to play.

Also, I think next year I will have to have
an auditing committee appointed to keep things straight.

After many hours of work on the records, as nearly as I
can determine, 70 signed up in advance to play, of which

number, 49 actually did play and turn in scores; nine

played who hadn’t signed up in advance and 61 entry fees
were paid.

(Laughter)

There seems to be some circumstantial
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evidence that three influential members of our group may

have paid and played twice.

(Laughter)

Now for the results.
The low gross was won by J. Kenneth S.
Arthur.

Is Ken here?

Would you come up, Ken, please?

(Applause)
Ken shot a very respectable 42, 39, 81,

and for that he gets a $20 gift certificate at the Pro

Shop.

(Applause)

PRESIDENT KESSLER:

Is Phil Defliese in the

room?
I know this fellow from Dallas and it’s

obvious that he’s not spending enough time in the office.
(Laughter)
MR. WELLINGTON:
by Dale W. Youngern.

The second low gross was won

Is he here?

Would you come up, Dale?
Dale was one stroke behind Ken Arthur; had

a 41, 41, 82, and for that he gets a $10 gift certificate
(Applause)
The winner of the low net was James W.

Porter.

Is he here?

(Applause)

He was in a class all by himself.

He had
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a 45, 38, 83 gross with a 17 handicap which gave him-(laughter)
However, I must say that I think there’s
a good possibility his handicap is honest because he put

in 20 for the Blind Bogey.

(Laughter)

Here’s a $20 gift certificate.

(Applause)

Second low net, there was a three-way tie

at 70 between Ken Arthur, Ken Wackman, and George Anderson.
I gave you Ken Arthur’s score.

Ken Wackman had an 87,

with a 17 handicap; George Anderson had an 88, with an
18 handicap and they were all, of course, tied at a net
70.

Now, according to the committee’s rules we
matched cards and Wackman had a 6 on the first hole,
whereas Arthur and Anderson had 4, so Wackman is out.

(Laughter)
Anderson and Arthur both had 4’s on the

second hole; they both had 5’s on the third hole.

But on

the fourth hole, George Anderson had a 5 and Arthur had

a 6, so George Anderson gets the prize.

Is he here?

(Applause)
PRESIDENT KESSLER:

George doesn’t get to play

much up there in Montana; I am delighted that he won a
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prize.
MR. WELLINGTON:

Now, I hadn’t planned in the

Tournament arrangements to hold a Callaway System because
for one thing I don’t understand it--and also I think

with the very experienced golf players we have, there is
no need for this automatic handicap.

But since the boys down at the Pro Shop
figured it out on Callaway anyway, I thought we ought to

award a prize.
Now, strangely enough--or maybe not

strangely enough--Ken Arthur and Dale Youngern tied at
net 72, but the policy of the committee is there is only

one prize to a person.

Then Al Bows and Oscar Gellein tied at
net 73 under the Callaway System.

Al Bows had a 4 on the

first hole as compared with a 6 for Gellein, so Al Bows

wins six golf balls.

Is he here?

(No response.)

PRESIDENT KESSLER:

He plays regularly down in

Atlanta and may be out on the golf course.

MR. WELLINGTON:

Well, I will hold the prize

for him if somebody will tell him to see me.

PRESIDENT KESSLER:

What happened to George
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Taylor and the Callaway System?

I’m plugging for George

(Laughter)

MR. WELLINGTON:

Now as far as other prizes are

concerned, I decided that it would be very good this year
to give a prize for the greatest improvement between the

score in the first nine and the second nine.
won hands down by Jim VanderLaan.

This was

Is he here?

Jim had a 59 for the first nine, and a 42
on the second nine--(laughter)--for an improvement of al
most two shots a hole.

(Laughter and applause.)

Now Ken Thompson also deserves a prize for

having both the high gross of 124 and the high net of 95.
(Laughter)

But unfortunately by this time the committee

had run out of prize money so he will have to get by with
a sort of an Honorable Mention.

(Laughter)

Now, we also decided to award a prize for
the high score on any one hole, and as you may have

gathered by this time--I thought it was going to be won

hands down by George Taylor because he, as you heard
yesterday, had an 11 on No. 14.

However, Neal Fulk also

had 11 on No. 14, and Earl Moore had 11 on No. 13.

But

since George also had a 10 on No. 9 he wins the prize.
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(Laughter)
Is George here?

(Applause)

Now, don’t go away, George; don’t go away.
(Laughter)

A member who may wish to remain anonymous
has generously donated a prize to George for his magnifi

cent and permanent drive on No. 15 into the coconut palm.

(Laughter)

(At this time Mr. Taylor unwrapped
and exhibited a gift wrapped coco

nut .)
(Laughter and applause.)

MR. WELLINGTON:

I am sorry we didn’t have time

to have it engraved, George.

(Laughter)

On the Blind Bogey the Pro in the Golf

Shop in advance of the Tournament, and put in an envelope,
picked No. 77, and at net 77 there are four players tied:
Al Jennings, who had 88 with 11 handicap; J. T. Koelling

played a 98 with a 21 handicap; Marshall Armstrong who
had 100 with a 23 handicap; and Joseph P. Jones, Jr., who
had 88 with an 11 handicap.

On matching cards to play this off,
Marshall Armstrong and J. T. Koelling had 6’s on the first
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hole as against 5 for Jennings and Jones, so they’re out.
And on the second hole, Al Jennings had
a 5 to Joseph Jones’ 6, so $20 in cash goes to Al Jennings.
Is he here?
PRESIDENT KESSLER:

He is probably on the golf

course.
MR. WELLINGTON:

Probably on the golf course;

that’s right.
Mr. President, that completes my report.
PRESIDENT KESSLER:

Thank you very much, Roger.

(Applause)

You know, we hear a lot about golfers and

non-golfers.

I would like a show of hands of those in

the room who either have played already here at Boca Raton,

or intend to play golf before you leave the area?

Will

you please raise your hands?
(There was a show of hands.)

PRESIDENT KESSLER:
quorum.

I’ll tell you, that’s a

(Laughter)

Now, when you add the ones that are out
playing now, it makes a pretty good group.

(Laughter)

The next item on your program is entitled

”Our Mutual Interest in Accounting Education for the ’70s.”

134

For a number of years Council has had the

privilege at its spring meeting of receiving the comments
of the President of the American Accounting Association.

Council has always been interested in comments from these
leaders in the field of education.
My predecessor, Ralph Kent, spoke last

August at the annual meeting of the American Accounting
Association at Notre Dame and this exchange of presenta
tions by presidents is another indication of the close

bonds existing between the A.A.A. and the Institute.
It is a real pleasure to introduce Profes

sor Norton M. Bedford of my alma mater, the University of

Illinois.

His topic is, ”Our Mutual Interest in Account

ing Education for the ’70s."

Norton?

(Applause)

PROFESSOR NORTON M. BEDFORD:

Thank you very

much, Mr. President.
Members of Council of the American Insti

tute :

I am very pleased to be here to bring you greetings

from the American Accounting Association.

My associates

tell me to extend these greetings formally and Jack Carey,

who is now in the professor’s rank, as you know, asked

that I extend his greetings as well.

Jack is with us at
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Illinois this semester; he is doing a very effective job
with his students.

Some of them tell me they are very

pleased to have his course because it has enabled them to

stay out of the Draft.

But, more than that, Jack has been a very

effective teacher.
Well, now, my comments today deal more in
the area of personal observations as I sense some of the
problems that we face in the education area in this coming

period.
One of our big problems that we always

have in accounting is communication, certainly this is a

well known fact, but in this particular case I refer to

the fact that the members of the American Accounting

Association and the members of the AICPA may not know
what the others are thinking and doing, and I think this

deficiency needs to be overcome.

And as an effort in that

direction, because so many of the professors tend to
direct their interests more to developments in other

disciplines in the university, I should like first to
invite members of the State societies to attend A.A.
regional meetings, in particular to become acquainted

with the professors in their areas and, hopefully, deal
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with some of their problems with them.
And a second invitation I would like to

extend is to the American Institute of Certified Public
Accountants to comment on or react to the various commit

tee reports of the American Accounting Association.

Or,

better still, have a face-to-face discussion by represent
atives of the two groups to learn what each is doing and

thinking.

I think this is a very crucial issue.
Maybe we ought to have a follow-up review

article in the Journal of Accountan
cy and Accounting Review
on these discussions to aid this communications problem

between the two associations.
Of course, as your president has just

indicated, one such attempt at communications between the
two groups is this invitation from the AICPA to have the

president of the A.A.A. meet with you here, and I am very
pleased to do it.
So, my formal remarks will go along on mak

ing a certain assumption; assumption that the continuing

development of the CPA profession, continuing development
of the CPA profession in terms of the quality and quantity
of its membership; continuing development in terms of the
financial rewards to that profession; and continuing
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development in the role that the CPA plays in society.

So making that assumption, then I submit that there are

five aspects of accounting education which you as prac

ticing accountants and we as accounting educators will
have to be very much concerned in the ’70s.

I refer to, one, maintaining a quality of
new recruits to the profession;

Two, developing executive development
programs for CPA partners;

Three, improving the quality of account

ing professors;

Four, updating the accounting curriculum;
and

Five, selling the accounting educational
program to university administrative officials and to

non-accounting professors.

But first, before discussing each of these
let me give you a definition that may help to bridge this
gap between practice and the academia, for central to the

thinking of any professional educator is a faith in, and

a strong belief in what an old philosopher once termed
the technological imperative.
Now, this technological imperative holds
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that a man will do that which he is technically qualified

to do, neither more nor less.

This means that the scope

and quality of CPA practice as the educator sees it de

pends pretty much upon the education which the CPA has.
Now, in order to make realistic sense out

of this proposition note that there are three areas of

accounting education, or three sources of accounting
education.

One would be the university professional

educational program; second is the on-the-job professional
training program, that is, the formal and informal train
ing programs, supervisor-to-employee instruction--this is

a very definite educational process; and then third, the
professional development program, the P.D. courses that

Bob Slosser is running for the American Institute and that
the state societies are putting on.

Now what I mean to be saying, gentlemen,
is that we can upgrade or downgrade the accounting profes

sion in the 1970's by merely improving or neglecting any
one of these three sources of accounting education.

In

fact, I submit that accounting education is probably no
better than the weakest of the three.

Fortunately some trade-off among them is
possible.

That is, if it is neglect at the university it
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can be, in part, picked up in the other two areas.
But experience seems to indicate quite

strongly that these three areas are separated to a signifi
cant degree.

But this overlapping separateness carries

the implication that the three areas need to be well
coordinated.

That is, I believe it is generally recog

nized and understood that there are some areas of profes
sional education which should be provided by universities;

other areas are best carried by on-the-job training; and
still others are most effectively presented as professional
development courses.
But because the substance in each area

changes over time, there is an essential need for contin

uous coordination of these interrelated areas of study.
And the man in the United States who has probably done

the most to effect this coordination at the present time
is your Guy Trump of the American Institute.

Now, I do not minimize for a moment the
contribution of educators to university accounting programs
nor the contribution of practitioners to the development

of ingenious new ways of doing accounting and mutual
disclosure of these developments through accounting
literature.

But I believe educators generally recognize
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that the various aspects of accounting education have to

be tied together, and to them it looks as though Guy

Trump has assumed and is carrying out that function in a

very effective manner.
I cannot emphasize too strongly how very

important it is to us in the American Accounting Associa
tion that the American Institute of CPAs place great

emphasis upon this coordination function.
All three parts of the educational aspect

of our profession must be balanced and uniformly developed

if the profession is to realize its potential.
Now, if I have said what I mean to say,

you should all be just a little proud of the way the

accounting profession seems to be organizing itself to
handle its educational task.

Certainly compared to the

other professions of law and medicine, the rate of improve

ment in the professional educational programs of CPAs is

much better.

base.

But, remember, we’ve started from a lower

But overall, in general, as a profession, in the

area of education we have done exceedingly well in the

last 30 years.
But the proposition I should like to submit
to you as we glance into these stimulating ’70s is that
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merely being good and making more progress than others
is not enough.

We need, gentlemen, to continuously sense

our educational problems and solve them as they arise.

I believe it appropriate to call to your attention the
five problems which I previously itemized, and I would

like to cover them each in some detail now.

The first educational problem we shall

face in the '70s, I submit, is meeting the recrui
ting needs
of the profession.

Now, I am not so much concerned with

the ability of firms to recruit someone, but I am very

much concerned with the quality of those who may be re

cruited .
Sidney Davison, standing in a similar

position a year ago told you, I believe, that quantitative

approaches to finance and marketing, the operations re

search concept used in production and management have
made these subjects more appealing to the analytic-minded
business student who formerly could turn only to account
ing.

Thus

we see a possible erosion of your recruiting

base.
Also I hear from time to time of CPA firms

who will hire non-accounting university education gradu

ates and train them on the job in the area of accounting,
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thus transferring to the on-the-job training educational

process a function which experience has indicated is bet
ter provided by the university.

Also, I am aware that in this time of great
need for new employees, a number of professional firms

are turning to the junior colleges for accounting recruits.
Thus, the problem to be before us in the

early 1970’s is a possibility of the lessening of the

role of the four-year or five-year university accounting

educational function in the profession.

I equate this

with a possible decline in the quality of recruits to the

accounting profession.
Let me restate my assurance that not for

a moment do I question the ability of a firm to hire some
one to do some of the routine, repetitive tasks involved

in accounting practice, but I am highly concerned about
the decisions these men will make at a later time when

they are promoted to positions of responsibility.

Only

by a Herculean self-study program will such inadequately

trained men be able to deal with the problems of the
profession in the future and make sound decisions.

The American Accounting Association is

attempting to deal with this junior college problem.

In
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1967 there were 1,671,000 students in junior colleges
in the United States, and by 1972 it is estimated that

that figure will double, and one of the most popular sub
ject areas in the Junior college program is accounting.
Under the chairmanship of Everett Royer,
an American Accounting Association committee has been
attempting to improve the quality of these junior college

programs and coordinate them with the university fiveyear program.

Ideally we believe the junior college

accounting program should not be considered a terminal
program at all, but should be considered as a preparatory

to, or be coordinated with the complete university educa
tional program.

So much for the junior college problem.
The American Accounting Association has

not been able to do much with the problem arising when a

highly specialized liberal arts major having a rather

idealistic education in such a topic as sociology is re
cruited into the profession without any realistic aware
ness of how, in the macro and overall sense, the American

economic system operates.

Now, do not misunderstand me.

I believe

firmly in sociology as a proper topic for accounting
students.

But the excessive specialization in one liberal.
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arts area, or in any of the several liberal arts areas,

precludes or produces a narrowly-based educated man for

the profession.

And I submit that employing that man to

the profession, that highly specialized man, may do greater
harm to the profession in the long run than hiring the
excessive specialized student in accounting which has been

our traditional problem.

And I believe we need to deal

with this problem very nearly in the future.
Well, gentlemen, so much for the recruiting
aspect, the recruiting problem of the profession.
The second educational problem of the ’70s

in which we need to get universities involved is this
professional development program.

This will be an exten

sion of Bob Slosser’s professional development program

for the American Institute.

The idea of an executive

development program for business executives is well

established in the business schools of the United States.
These educational programs vary in length
from four to thirteen weeks with the executive devoting

full time study away from his company on the university
campus.

Executives who have participated in these pro

grams are most enthusiastic in praising them, yet we have
nothing like it for partners of CPA firms.

I submit they
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are very much a 1970 educational need of the profession.
Because such accounting development pro

grams would cover developments in the basic disciplines
of the university which might have an impact on account

ing, being university-oriented they would not overlap the
existing professional development programs of the various

state societies or the P.D. program for the American
Institute.

I contend that in these times of rapid and

seemingly almost uncontrolled change, it is appropriate
to return to the fundamental disciplines of the universi
ties and establish a strong educational base so that the

profession will be prepared for whatever direction the

winds of change may blow us in these 1970,s.
In a large part, this current problem of

CPA partner development program exists because universi
ties have not developed such accounting development pro
grams.

But something needs to be done so that all the

leaders of the profession can be prepared to guide the
profession through the changes now everywhere around us.
The third common educational problem of
the '70s is a need to improve the quality of accounting

professors.

Caught in the middle of a rapid new development
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in accounting practice on the one hand and a tremendous

expansion in the body of knowledge and the university
basic discipline, the accounting professor just has not

been able to keep up, and that applies to both the old
and the young professors.

To deal with this problem from the develop

ment to the basic discipline areas, the American Account
ing Association has established a series of professorial
development programs.

We have one in the area of quanti

tative methods which is now

available for wide dissemina

tion throughout the United States.

We have one that we will now put on in the

behavioral science area at the University of Maryland
for these professors.

It is not yet, though, sufficiently

well developed that we can disseminate it widely.

But we do not have as yet any systematic
courses for the widespread dissemination to acquaint our

professors with new developments in accounting practice.
And I am of the opinion that the entire area of profes

sorial development will be a crucial problem in the 1970’s.
Now the fourth problem, that of updating
the accounting curriculum is a continuing problem.

no solution to it.

I have

Certainly the book, “Horizons For The
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Profession" pointed the way.

And yet that book and the

reports that have come out from it from Elmer Beamer’s
committee have never been officially endorsed by the
American Accounting Association or any state board of

examiners.
Furthermore, those reports need to be

expanded in detail and sold--and I mean sold in the sense

of communicated to the universities and practicing firms

alike if the quality of accounting education is to be

broadly improved.

In fact, according to that technological
imperative, we can most effectively upgrade our profes
sion by upgrading our university educational curriculum.

Gentlemen, I submit that we must upgrade our university

educational program in the ’70s.

Failure to do so could

well result, I fear, in an undermining of the quality of
the recruits as I previously stated, in this profession.

Now, the last common educational problem

of the 1970’s to which I shall refer--and I probably could
have picked out 30 or 40 more--is the task of convincing
the deans, university administrators and professors in

other areas of the university that the accounting cur

riculum is a highly worthwhile educational endeavor.
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Now it really doesn’t accomplish much to

write off professors in other areas who criticize the

accounting curriculum and just refer to them as being off
their rocker.

Actually, the only realistic approach to

this problem of criticism from the non-accounting educa
tors in the university is, I submit, for you men in prac
tice to tell the deans and the university administrators
how important accounting education is and to emphasize

your need for accounting graduates.
Now, deans and university administrators
look upon their function and task in society as one of

providing for the educational needs of society and they

are inclined to respond to outside influences from pro
fessional men who express a need for accounting-educated

students.

That’s your problem.
The really difficult aspect of this 1970

problem is convincing professors in other disciplines of
the worthiness of the accounting educational curriculum.

They criticize the existing curriculum in two counts.

First, they contend it is too narrow and
that it does not acquaint the students with the broad

needs of society; second, they contend it is too much a
process of memorizing procedures and thus more of a trade
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school than a university curriculum.

This aspect of the

problem has to be dealt with by the accounting educators,

I believe.
But in every way possible, practitioners

need to see that prestige on the campus is afforded the
university professor.

I refer here to such things as

endowed chairs for accounting professors; as financial
support for accounting-sponsored university special meet

ings, and a host of similar activities to convince the

professors in other disciplines, as the law profession has
done, that accounting professors, like the law professors

as we all know are, indeed, prestigious.

In addition to your efforts on this problem

accounting professors need to socialize, to participate,
and to relate with these professors in other disciplines.

This will require that accounting professors be acquainted
with the knowledge in these other areas so that they can

relate the accounting educational program to these other
disciplines in such a way that the non-accounting profes

sors will come to understand and accept more the universit

accounting curriculum.
As I indicated, the law professors have
done this very effectively.
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Gentlemen, I believe these activities will
do much to solve this current educational problem.

Now, so much for the educational problems
of the 1970's.
longer run.

I would like to take a look at even the

I won’t be around to suffer the consequences

so I can go quite a ways here.
In particular, I believe the problem of

quality will become constantly more important to this
profession, even in the future.

By improvement in the

quality of the accounting educational program I mean an
improvement in the ability of the accountants to develop

and render more relevant information for economic society

than ever before.

This improvement in quality of informa

tion will have to occur in all three sources of account
ing education, but in particular it must occur in the

university program and it is to this area of quality im

provement that the American Accounting Association and
the AICPA might have a continuous program to further de

velop it.
Now, I have worked a little bit with these

technological forecasters in the rate of change that is
taking place in society, and some of these predictions of

the year 2000.

What little comes out of this is something;
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like this:

That history may well consider it appropriate

to refer to this last quarter of this century as the
Age of Information, for from every analysis that is made

the implication is that information is going to be the

greatest product in greatest demand for the next 25 years

that any civilization has ever known.
And we in the accounting profession have

the opportunity to make a contribution in the development

of this product.

Jointly I hope we can do it and make a

contribution to society that is very much needed at the
present time.
Mr. President, that concludes my remarks.

Thank you.
(Applause)

PRESIDENT KESSLER:

I think you will understand

now that we asked Norton to do something besides bring

greetings from the American Accounting Association.

He

has not only done that, but he is giving us a lot to think
about.

And if you will pardon a little commercial,

I would like to recommend for your reading a little piece
that I have in the April, 1970 issue of

"Education For The Profession."

The CPA entitled,
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I am very much concerned, very much inter

ested.

I am not sure that the professional school is the

answer necessarily, but I think we have to run hard just

to stay even.

I think we are losing ground in the MBA

program and I don’t know whether it is a professional

school, but it certainly has to be a five-year program of
some kind; we must implement the Beamer report, and we

have got a lot of work ahead of us.

Thank you very much, Norton, for that
stimulating address.

Now we come to the next topic which is
entitled, "A New Approach To State Legislation.”

Our next speaker, Bill Diss, has been a
member of the Committee on State Legislation for four
years and is now in his first year as chairman.

In his

capacity as chairman of the State Legislation Committee,
he played a major role in forming the pattern statutory
language on professional corporation which has been dis
tributed to CPA societies.
He is here today to discuss another legisla

tive topic entitled, ”A New Approach To State Legislation,"
and you all have something on your chairs.

Bill?
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MR. WILLIAM T. DISS:

Thank you, Mr. Kessler,

and Good Morning, Gentlemen.
The purpose of my appearance here this
morning is the same as the report that was mailed to you

around the middle of April, and that is to obtain from

Council a readoption of a clear statement of legislative
policy and positions on various matters.

We are prompted

to make this request because of legislative effort that
is now well under way by the National Society of Public
Accountants looking toward a third class or sometimes

second class of permanent, continuing licensing of public
accountants.
Finally, we hope to encourage legislative

action by the various state societies.

Let me begin with the meat of the talk and
discuss the ten-point statement.

A copy of the statement

was distributed this morning to all the chairs and except

for Point 4, it is very much the same as the original

committee report.
There are ten points in this statement of

legislative policy.

The first nine are quite similar to

those which were adopted by Council in September of 1956.

There have been some editing changes, there have been some
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changes to reflect updating in our form bill, and there
was a change made by the Board of Directors in its Friday

meeting on Point 4.
First of all, for the editing changes, if
you would like to refer to the points that were distributed

this morning, the term or expression "public welfare"

that was reflected in Points 1 and 6 has been changed to
"public interest."
In Point 2 where the word had been used,

"work," we have changed to "services," so it now reads

"professional accounting services."
The updating relates to Points 7 and 8 and

here we have reflected changes and modernization in the

form bill.

The old form bill language in the old 1956

Statement version referred to "signing of financial
statements"; we have substituted "express an opinion on

financial statements," and that appears in Points 7 and 8.
In addition, reflecting the expansion of

the attest function, again also included in the form bill,

we have added "other financial information," to the term

"financial statements."

So that now as a body, this

particular clause of 7 and 8 relates to "expressing an

opinion on financial statements or other financial
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information.”

The change that was made in Point 4 does
not change the substance of the point that was previously-

adopted by Council in 1956.

It relates to the grandfather

expedient that is required when a state moves from per
missive to regulatory type legislation.

There has been

deleted the reference to Constitutional requirement.

We

feel that in some states this may not be Constitutionally
required, but may be a practical requirement.
No change has been made in Point 9 al
though there was some discussion of the desirability of

changing Point 9 regarding free passage of licensed public
accountants across state lines.

Obviously, there is no

objection to passage of certified public accountants; some
people question the licensed public accountants.

The form bill was somewhat ambiguous here
in Section 8 of the form bill and there is no provision
for a partnership composed of public accountants in more

than one state.

However, Section 16 of the form bill does

permit incidental practice in one state of a licensed
public accountant in another state.

Therefore we have

concluded it better to leave Point 9 in the same form as
it was approved by Council in 1956.
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The departure or innovation--the new point

if I may say that--is Item 10.

This relates to what some

times has been called technician legislation.

It ex

presses opposition by Council, if you adopt Point 10, to
the concept of regulatory legislation in the area of

general accounting services, bookkeeping and similar work,
that does not involve the expression of opinion on finan
cial statements.
This Point 10 was unanimously put forward

and proposed and adopted by the Committee on State
Legislation at its meeting in Williamsburg, Virginia in

September of 1969.

I will have more to say about Point 10
later, but at this juncture let’s consider some of the

history of previous Council action.
In its meeting in May, 1963 Council refer
red to the several state societies over the country and

other jurisdictions a report that was issued in March of
1963 by a joint committee composed of the American Insti
tute of CPAs and National Society of Public Accountants’

Representatives.

This joint report proposed to the two
parent organizations that legislation be sponsored that
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would license persons under a title of accounting prac
titioner.

The accounting practitioner would be entitled

to render all accounting services other than those which

consisted of expression of opinion on financial representa

tions resulting from audit.
In other words, these people would have
all functions except the attest function.
After this joint committee report was

submitted to the various state societies, the response
was nearly unanimous in opposition by the state societies
and so reported to Council.

The Executive Committee then thought that
perhaps the difficulty may have lay in the title of ac
counting practitioner and it was presented to Council in

May of 1964 with the possible caveat that perhaps more
attention was needed to the suitability of the title of
this new class of practitioner.

This bridge was never

crossed, however, because Council in May of 1964 rejected

the entire report by a vote of 76 to 69.

At that time

Council then reaffirmed an earlier statement that had
been approved in April of ’59, and let me read that

statement.
The reason I am reading it is that you
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have before you the nine points that Council had previously
approved in 1956.

In April of 1959, following rejection

of the joint report with the NSPA compromise, this resolu
tion was adopted (reading):

"Pending the time when public practitioners
within the accounting function are either CPAs or
those with a clearly differentiating title, there
will be a group

of non-CPAs who are presently permit

ted to practice as public accountants and whose
right to continue to do so during their lifetime

must be respected.
”It is an objective of the Institute that

CPAs and their professional societies should develop
and maintain friendly, cooperative relations with

this transitional group with the purpose of improv
ing educational, technical, and ethical standards

and providing aid in fulfilling the requirements for

the CPA certificate; and
"BE IT FURTHER RESOLVED, that the Institute

committee is authorized to continue discussions with
National Society of Public Accountants, particularly
in regard to matters restated in the above resolu

tion and also on other matters of mutual interest,
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—

but without the authority to make any agreement with 
out further action by Council and after consultation

with the state societies.”

Well, as most of you are aware there, in
fact, were no further organized discussions with the

National Society of Public Accountants.

The expression

in this resolution about "pending the time that a clearly
differentiating title is achieved--" left with some people
a possible interpretation that the decision regarding

technician legislation should be left to the individual
state societies.

I say this is a possible interpretation.
However, the Points 5, 6, and 7 in the

previously adopted September, 1956 statement clearly pre
vented any interpretation that an attesting continued
license class be permitted.

At this point in time it might be fair to
say that there was some ambiguity as to the Institute’s

position on technician legislation; it was possible that
state societies might be encouraged to pursue this if a

suitable title for the class could be adopted.
But it was clear that the Institute was

opposed to a continuing licensing of full attest non-CPAs.

160

In recent years--well, I would say in the

last two years the National Society of Public Accountants
has revived the report of the joint committee that was

rejected by Council in 1964 and has introduced legislation

in a number of states, sometimes with full attest, and

sometimes with non-attest accounting technician licensing.
This has concerned the State Legislation
Committee and has prompted the committee to the position

that we cannot build an effective defense against these

NSPA efforts until a clearer position is taken by Council]

on the merits or the disadvantages of third class, or
accounting technician legislation.
Let me present to you some of our views
in the committee in support of Point 10, why we feel that

accounting technician legislation is undesirable for CPAs
And at this point let me make myself clear:

I am talking

about a regulatory, professional-type accountancy statute]
that would provide for continuing licensing of an account

ing technician.
Our first objection is that there has

never

been anagreement on an acceptable, differentiatingtitle.
I think

the history that I recounted supports this.

example, I think most of us would feel that Public

As an
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Bookkeeper would be a differentiating title, but that

title has never been acceptable to the NSPA or affiliates,

Another possible approach is what some
people have called the negative opinion.

We would be

agreeable to issuance of financial statements by account
ing technicians if these statements contained a notifica

tion that the author was not authorized, was Ineligible

to express an expert’s opinion.

Well, as you may suspect, the NSPA has
been somewhat reluctant to follow this negative opinion

approach.

A third and perhaps more practical diffi
culty is the hazard, if we accept the concept of account

ing technician continued licensed class--of the enlarge
ment of this class, expansion of its functions into the

attest area.

This could happen either during enactment

of a legislation; it could possibly happen in later in
terpretative litigation; or possibly on a return to the

legislature in a later year.
A fourth concern of the committee in
accounting technician legislation is the possible question

as to the Constitutionality of regulating general account
ing services.

If regulatory type legislation which the

162

NSPA wants is enacted that purports and attempts to
regulate the performance of elementary accounting services
there could be an attack made.
As you may suspect, there will always be

a group that, no matter how broadly you license a function,
there will always be some people who will not qualify or
cannot qualify who may attack this legislation.

There

have been a number of court decisions that have stated

that it is beyond the power of a legislature to attempt
regulation of the performance of elementary accounting
services.

If an accountancy act is brought into

Constitutional question of this type, it could spill over
and draw into question our own presently-on-the-books
accounting statutes.

In other words, it is not to our

advantage to have an accountancy act or any part of it
invalidated as being unconstitutional.

A number of these decisions are the Florida
Accountants Association versus Vandelake in 1959; a 1965

decision in Wisconsin, the Welch Accounting Service versus
Welby; a 1964 decision in Tennessee, Tennessee State

Board of Accountancy against Bookkeepers' Business Service
Company; a Mississippi decision in 1949, and so on.

There
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is a respectable body of authority that this type of

regulation is Invalid.

Our committee says why get in

volved in this area?

The fifth concern is the likelihood of

confusion among members of the general public when there
are two classes of licensed accountants, public account

ants.

Even though they may use different titles the

question is raised in the minds of the public as to which

function does each class perform?
And in this area we have the dilemma of the

regulations:

Should there be a combined board that regu

lates both the CPA and the new accounting technician by
whatever title is adopted; or should there be a separate

board, a separate accountancy act and so forth?
If you have a combined board, you are add

ing further stature to this new group of licensed persons.

If you have a separate board there is always a hazard of

their taking too much initiative, the so-called runaway
situation; going to a legislature asking for broadening
of the function that their people can perform.
Another concern is that by licensing an
accounting technician group we create a potential legisla

tive opponent who can have many more members than our own
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group because of the lower standards that need to be
satisfied before a person can be licensed as an account

ing technician.

There may be no conflict at the outset,

it may well be that the local state CPA society has full
cooperation of the group that is pushing for accounting
technician legislation.

This may not be true five and

ten years later and you would be dealing with a group

that could be much larger than the state CPA society.
And finally we feel that there have been

developments in industry since Council last considered
this matter in 1959 that make it even more impractical,

professional-type regulation of bookkeeping and general

accounting services.

I refer to the growing interest of

commercial enterprises and financial institutions--that
is, banks, service bureaus, and so on--in performing this

type of accounting service.
And if we attempt now to have a regulation

that is going to cover both the individual and profes

sional type technician, as well as financial institutions
and commercial enterprises, all of whom are rendering
general accounting services, the committee feels that you

could reasonably foresee conflict perhaps with regulatory
authorities having jurisdiction over these financial
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institutions, conflict with commercial businesses and
so on.

It’s a thicket that we feel we should not enter.

This, then, is our case for proposing
Point 10.

Now, as I have indicated before, the com
mittee feels that we need a clear statement and approval

of legislative policy in this area if we are going to
coordinate a successful defense by the CPA societies

against this NSPA legislative effort.
Let me recount for you briefly the current

status of this effort.
First of all, there has been some departure

from the joint committee proposal back in 1963.

That

proposal, if you recall, provided for an accounting prac
titioner title, continued licensing, but no attest func
tion.

At the time that the Institute rejected this com

promise proposal, the NSPA approved it and they purport

to be putting forward the same compromise proposal in
their legislative effort.
However, they have shifted their ground
on this attest function.

In their latest statement of policy, or the
most recent one available to us that appeared in January,

166

1969, the NSPA stated that their policy does not exclude

perpetuity licensing for public accountants.

And when

they refer to public accountants, they are referring to
a class of accountants with full attest function who can
perform all functions that a CPA can perform.

This shift

in ground on policy is now evident in certain states.

A second innovation in their program is
national funding of legislative effort at the state level,

They have a State Financial Assistance Committee that can
send national money into a state if the state is following
the NSPA legislative policy and if they feel that the
measure or proposal in a particular state can get out of

committee and be voted on by at least one House in the
state legislature.

There have been estimates that sub

stantial sums of money have been involved.
The majority whip of the Maryland Senate

estimated to our committee that the NSPA had spent $30,000

in Maryland in their unsuccessful attempt to put over a
bill that I will describe in a minute.

An Iowa lobbyist

thinks that in the last two years $75,000 has been spent
by the NSPA and with more to come; the fight isn't over

yet in Iowa.

Substantial sums have been spent by the

national organization in Illinois.
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Well what, in particular, has NSPA proposed

in these various states?

There is being conducted this

very day a hearing before a Florida committee on a bill

proposed by the local affiliate of NSPA.

The title

chosen in this legislation is Licensed Accountant.

There is a broad definition of accounting
which includes record keeping, the preparation of finan

cial statements, and the performance of general accounting
services.

this group.

A separate board is provided for regulation of
There is a grandfather provision for practi

tioners who are engaged in accounting practice in Florida
for two years.

After that there is a written examination.

There is no education requirement of any sort, not even

a high school degree; however, a college education can be
substituted for passage of the examination.

The title of "Accountant" is restricted so
that no one can use the term "Licensed Accountant," or

simply, "Accountant" unless he is registered by this new

freestanding board.
The attest function is excluded from this

Licensed Accountant or Accountant class.

There is no

provision for partnership or corporation; the licensing

is of the individual employees or members of the firm or
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corporation.
The NSPA affiliate in Kentucky presented

a bill that was defeated by vigorous and effective efforts

of the Kentucky CPA Society.

This bill would have re

served the title of Accounting Practitioner.

This happens

to be the title that was included in the compromise pro

posal that the Institute turned down in '64.
There is evidence of careless drafting in
this bill; accounting is defined, but to exclude systems

and tax preparation services.

It covers registration of

a partnership, but there is no provision for corporation
registration; there is a grandfather clause; a high
school diploma is required,or equivalent; there is an

examination which is voided if there is a college degree.
The examination is to be administered by

the NSPA.

I understand that New Mexico uses the NSPA

examination service for its public accountants.

There is

a separate board, and the attest function is not extended
to the group.

The third one I will refer to is the Mary
land bill that was also defeated by the CPA society there.

This bill would have reserved the title of Accountant.

There would be a separate board; four-fifths of the board
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would be nominated by the Maryland affiliate of the NSPA;
the high school degree was required, or enrollment as a

practitioner before the Internal Revenue Service, the so-

called Treasury Card; or 72 credit hours at the college
level.
They were to use the NSPA examination.

There were many drafting problems in this bill.
cover partnership and corporation.

It did

If read in a certain

way, it could prevent anyone from serving on the staff of
the CPA firm, or the second class firm, unless the staff

member was at least licensed as an accountant.

There is no definition of accounting, and

there was no restriction on the attest function for this

second class.
Another branch of the NSPA effort--and I

think all of us can agree that we should have pursued the

defense against these bills, and should pursue the defense
now in Florida against this legislation.

Another branch of the NSPA effort has been
launched against the General Accounting Office.

The

General Accounting Office in 1960 developed so-called

model audit language that was used to define those firms

of CPAs that would be eligible to audit government agencies
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or to audit the accounts of agency grantees; that is,

private organizations which had received agency grants.

The 1960 language read as follows (Reading):

"The accounts of the enterprise should be
audited annually in accordance with generally ac
cepted auditing standards by independent certified
public accountants or independent licensed public

accountants certified or licensed by a regulatory

authority of the state or other political subdivisions
of the United States.”
The NSPA doesn’t like this language and

the reason is that many of its affiliates are in states

that are of the permissive type of accountancy statute

that simply have no provision for registration of any
class other than CPA.
Their proposal to the Institute in December
of 1968 was that the Institute join with the NSPA in re

questing the Controller to arrange a system of agency

accreditation in the so-called permissive states that had

no provision for licensing non-CPAs.
The second part of the proposal was that
there be a transition period during which the AICPA and
the NSPA would urge the states, these permissive states,
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to adopt regulatory accountancy acts which would, of
course, bring in at least the grandfather second class
of accountant.

As you may suspect, the Institute leader
ship did not accept this call to action from NSPA and, in

fact, opposed the proposals being made by the NSPA to the
G.A.O.; a little more on that later.
Publication in 1969 of the NSPA indicated
these target states.

I think as I read the names off you

will see that action has developed in certain states.

They are Arkansas, Alabama, California, Colorado, Dela

ware, Illinois, Indiana, Iowa, Kentucky, Maryland, Michi

gan, Missouri, Montana, New Hampshire, North Dakota,
Rhode Island, South Carolina, Virginia, West Virginia,

and Wisconsin.

Oklahoma was listed as a state where their

efforts had already been successful.

As you may recall

from reading our committee report, their efforts were also

successful in Montana, Indiana, and South Carolina where

cooperation was obtained from the local CPA society for
enactment of a continued licensed class of non-CPAs.
Their efforts were unsuccessful, as I have

recounted previously, in Maryland and Kentucky, and the
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battle is now being waged in Florida.

Efforts were made by local affiliates of
NSPA in the prior legislative session in ’69 unsuccess
fully in New Hampshire, Iowa, and Illinois.

We feel that

they will be revived in Iowa; a legislative committee is
studying the issue in New Hampshire.

We need to have a uniform policy statement

if we are going to have an effective defense against this

national scale effort, but we don’t propose to stop merely
at the adoption by Council of a policy statement.

The

Institute has employed a legislative consultant, Mr.

Martin R. Haley of Martin, Ryan, Haley & Associates.

This

firm is a public relations firm with offices in New York
City, Washington, D.C., St. Paul, San Juan and Rome.

The former Democratic National Chairman
was associated with Mr. Haley until he decided to return

to the political field.

Mr. Haley is working with the committee in

arranging coordination of lobbying activities, what we
are going to call a Key Man Program.

Many state societies

are already well prepared and have liaison programs; some

states are not.

Mr. Haley will help us in this area.

Second, we are now laying plans for the
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National Legislative Conference to be held at the Water

front Inn in St. Louis, October 11, 12 and 13, this fall.
That’s St. Louis, October 11, 12 and 13.

We feel this

will be a very important conference--it is, as you know,

held every other year--in anticipation of 1971 in this
instance where, in most states, the legislatures have

full authority to consider all subjects.

In 1970 in many states non-finance matters
were considered by legislatures only if put on the
governor’s call.

We plan to have a thorough coverage at

this National Conference of practical aspects of legisla

tive activity, and discussion of the merits of our legis
lative position.

At this point we feel that national funding:
can be avoided.

The state societies, in most cases,

should have sufficient resources.

The CPAs, we feel,

tend to underrate their political impact.

CPAs have been

growing in all states and what really is needed is Just
an organization and coordination of this effort.

We recognize that adoption of the policy

could in some cases make it more difficult to shift from

a permissive to a regulatory type legislation.

This is

what created the problem in Indiana and South Carolina,
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as an example, where the local CPA society felt it was

essential to enlist the cooperation and support of the
NSPA affiliate before the CPA society went into the legis
lature to obtain regulatory-type legislation.

We hope at the National Conference to bring

out ways in which this objective can be secured without
surrendering or compromising an important policy, that is,

without injecting a new class of continuing licensed

accountants.

This will include relations with leaders in

the other camp.

The Virginia society representative

wrote me and told me how successful they had been, they

had even succeeded in having the president of the Virginia
NSPA affiliate admitted to the CPA examination which he

passed and, of course, now is looking on the other side

of the fence.
We feel there are many things that can be

done along these lines and some of this will be brought

out at the National Conference.

Finally, let me end by explaining the
successful effort with the General Accounting Office in

the model audit language.
this effort.

Len Savoie was very active in

Fred Smith who is one of the senior people

with the General Accounting Office and a member of our
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committee was also quite influential.
The language is longer now than what I

read to you but basically it provides for a continuation
of the existing situation through December of 1975; that
is, licensed public accountants will be recognized as

eligible to audit agencies or agency grantees.

There

will be added a machinery of some sort by which the
Comptroller General will approve eligible firms in states
that are permissive, that is, that do not have any type

of licensing for non-CPAs; approve certain firms if they
can meet the highest standards of any state for a public
accountant.

We are not sure what form this will take;

there may be some type of informal accreditation machinery.
At any rate, after 1975 only CPAs will be
eligible.

Licensed public accountants will be ineligible

as will this group of firms that meet the equivalent

high standards of public accountants.

This, we think, is

a successful outcome and we think that we should not
waste this opportunity.

We have got the government now

saying we are going to live with licensed public accountants
and so on through 1975, but after that it must be CPAs.

If we are able to convince the national
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government of this, we think we should be able to convince
the states as well that in terms of continued licensing,

the accountancy act should be confined to the CPA title
and the CPA class.

Mr. President, I am not sure of the pro

cedure but if I may, I propose all ten points for action
on the floor, and discussion.

PRESIDENT KESSLER:

I would entertain a motion

on your part that Council adopt these ten points as a

statement of policy.
MR. DISS:

Mr. Chairman, I move that the ten

points distributed to the members this morning be approved
by Council as its official statement of legislative policy.
PRESIDENT KESSLER:

Is there a second?

(The motion was seconded from
the floor.)
PRESIDENT KESSLER:

All right, the question is

open for discussion.
MR. DAVID M. GRUBER:

Mr. President, I am Dave

Gruber, Maryland.
I would like to state that I support the

position taken by this committee.

I would merely like to

recommend that at some fairly prompt time the committee
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consider one potential problem here and that is the use
of the accounting title anywhere in the position paper;

that is, while the position paper indicates that the
title of accountant should be restricted to CPAs.
MR. DISS:

Well, I’m not sure that we intend to

restrict the title "Accountant.”

In fact, we are not

convinced that that would be even Constitutional.

But we

feel that apart from the grandfather clause class, that

only CPAs should be licensed and only CPAs should perform

the attest function.
MR. GRUBER:

Actually I didn’t mean to argue

the point because obviously the committee spent a great

deal of time on this.
But it’s my own feeling that accounting
is really a diagnostic type science.

Where we limit the

function of the so-called licensed practitioner where he

is going to be licensed, that is, the non-CPA, where we
limit that to strengthen the attest function we then run
into a situation where you get kind of a vacuum area.

think there are lots of services that are performed by
CPAs which have considerable value to the public which

require the skills of CPAs and which don’t really com

pletely involve the attest function.

I

178

This is really again just a suggestion
because I see difficulty in defining a matter of degree.

For example, how do you really delineate between elementary

accounting functions and then on up the line to the attest
function?

So, again, this is merely a suggestion to
the committee that possibly at some future time they might

want to consider even tightening that particular position.
PRESIDENT KESSLER:

Art, did you want to-- Art

Breakstone from New Jersey.
MR. ARTHUR L. BREAKSTONE:

Thank you, Mr.

President.

In my opinion there is a conflict in the
ten-point statement.

In the first point we say something

to the effect that the enactment of licensing laws which
establish measures of control and standards of competence.,
and in Statement No. 7 we say only a certified public

accountant or public accountant subject to control under

licensing provisions, et cetera.
I submit that if a accountant, sir, was

not qualified to express an opinion prior to licensing,
the act of licensing does not make him competent and he

is still unqualified to express an opinion on a financial
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statement.

And I think that Point 1 and Point 7, Mr.
President, reflect an inconsistency in the position which

we are being asked to take.
PRESIDENT KESSLER:

Bill, check me on this.

I

think that probably comes about because of the fact that

we have to accept, in some of the grandfather clauses of
the state laws, certain people were magically endowed with

this capability that would otherwise be possessed only

by CPAs and we have difficulty in avoiding that situation
but, hopefully, that will end.
MR. DISS:

Is that correct?

That’s right, Lou.

There is a pos

sible inconsistency, but we are driven to it by the need

to enroll people on a grandfather basis at the time a
regulatory statute is adopted to control accounting prac
tice.
There is one consolation.

This person who

may be unqualified is subject to discipline and if it is

developed he is incompetent, he could be removed from the

licensed class.

PRESIDENT KESSLER;

And I think that’s consistent

with the language, the G.A.O. language, that they recognize
these licensed public accountants up ’til 1975 and giving
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them all the rights of certified public accountants for
that period of time.
Are there any other comments?

Richard Rea from Ohio.

MR. RICHARD C. REA:
couple of questions.

I would like to ask a

I am seeking information in order

to bring this conflict into focus.
How many members of the NSPA are certified
public accountants?

MR. DISS;
some members.

Do we know this?

I don't know, Mr. Rea, there may be

I doubt there are very many CPAs who be

long.

MR. REA:

I believe somebody told me that their

national president is a certified public accountant.

Is

this true, do you know?

MR. DISS:
MR. REA:

I don’t know, Mr. Rea.
Well, I was led to believe that a

high percentage of their membership--it seemed to be high--

were certified public accountants who were supporting this

position and I was just wondering if that could be true.
MR. DISS:

this interests me.

No, I hadn't heard of this before and

Maybe this deserves some exploration.

PRESIDENT KESSLER:

The current president is in
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Florida at the moment, I believe.

Does anyone know whether

that man is a-- Joe Perroncello, do you know?

MR. JOSEPH PERRONCELLO:

He just passed the

exam; he has not picked up the ticket.
PRESIDENT KESSLER:

passed the CPA examination.

The current president just

Joe was telling me last night

he thinks--of course, he will go out of office, but if he
didn't go out of office, he would go out of steam, prob
ably.
Harry Ward from Texas?

MR. HARRY E. WARD:

Mr. President, I have two

statements that I feel weaken this particular Statement.
I am in favor of an issuing of a Statement here.
I would take issue with Paragraph No. 10

to begin with.

I believe that this Council has in the

past rejected the term "accounting practitioner, " and yet

we find this term coming forth again.
Now, not only have you used the term
"accounting practitioner," you have defined it in the

first part of this Paragraph 10.

So if someone wants to

come in, all they have to do is say, "Fellows, you have
given us a name, you have given us a definition of account
ing practitioner."

I believe this was rejected in the
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past.

Further along that line, I believe that
Paragraph 8 covers this matter in a manner which is much

So I feel

better stated as a statement of principle.
Paragraph 10 is something we can do without.
In regard to Paragraph 5.

Having had a

little background in this, I think the matter of confusion

presents a very weak argument.

I don’t think any legis

lator or anyone else is concerned about this matter of
whether we get confused with a P.A., or they get confused

with us.

I think the intent of Paragraph 5 is covered in

Paragraph 6 and is much better stated.

I think that as

a statement of principle, the elimination of Paragraph 5

and 10 would be much better.
And so, Mr. President, I move that the

Statement be approved with the exception of Paragraphs 5
and 10 which should be eliminated.

PRESIDENT KESSLER:

I want to point out that

if you take Paragraph 10 out of this you put us right
back to the old statement Paragraph 10.
Is there a second to that motion?

Did I hear a second?
(The motion was seconded from
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the floor.)

PRESIDENT KESSLER:

Is there discussion on the

proposal to eliminate Paragraphs 5 and 10?

MR. WARD:

As a point of information.

If you

say that we eliminate 10, puts us back, I would really
like to have that explained to me.
PRESIDENT KESSLER:
ing.

Well, that's my understand

Bill, would you--

MR. DISS:

Yes, if I may.

We would be concerned, I feel, on the com

mittee about deletion of 10.

If you are opposed to a

particular type of legislation, it seems to me that you
need to call a spade a spade.

If you are opposed to

accountancy technician legislation, if you are opposed to

regulation of a class of accountants to perform elementary

accounting services, the best way to make your position
clear is to define what you are talking about and then

say you are opposed to it.
I don't see how the NSPA can use adoption

of Point 10 as a platform to say the Institute favors
this type of legislation or this approach.

I think it

reinforces our opposition to this type of approach.
MR. B. KENNETH SANDEN:

I am Ken Sanden from
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?
Detroit, New York.
In connection with the last sentence follow
ing the comment that was just made, I think we could im

prove it if we wanted to leave it in by stating the
policy first as we have in all the other nine points.

In

this one we state the reason first and then we give the
policy, which is the reverse of all the others.

But if we made it consistent with your
other nine points and said that licensing should not be
required in connection with tax return preparation, book
keeping, and other elementary accounting services--and

that would be the policy--then we could go on to say why:
Such services are currently being performed by a variety

of individuals, commercial enterprises, and so forth and

therefore it is not warranted to license this kind of
service.

We would leave out "accounting practitioner ”

and we would state the policy.

I also object to saying tax return prepara
tion is the same as elementary accounting services, the
way it is.

I would like to put that the other way around.

PRESIDENT KESSLER:

I am going to limit discus

sion at the moment to the motion of eliminating Paragraphs
5 and 10 from the Statement.

I will recognize only
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someone who wants to speak to that proposed amendment.

Mr. Brooke?
MR. WINSTON BROOKE:

Winston Brooke from Ala

bama.

Thank you, Mr. President.

I would merely

like to ask the gentleman who offered this amendment if

he would accept Paragraph 10 if the word ’’accounting” on
the, I think the eighth line, the next to the last line,
were deleted, to make it read, ’’the licensing of a class
of practitioners,” rather than “the licensing of a class

of accounting practitioners.”

PRESIDENT KESSLER:

Harry, the question is would

you accept Paragraph 10 by simply deleting the word

"accounting” from the next to last line?

MR. WARD:

Since we are getting into it, I would

like to ask Mr. Brooke if he would accept the word

"persons"?
Really, my objection is to getting practi

tioners involved in accounting and I am merely saying

"persons," if that would be-PRESIDENT KESSLER:

All right, I am going to

bring this back--I am going to call for the question on

the complete elimination of Paragraphs 5 and 10 which is
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before us.

All in favor of the complete elimination
of Paragraphs 5 and 10 please say, “Aye.”

Opposed?

The motion is lost.

Now we are back to discussion of the
original motion which is the adoption of the Statement

as it stands.

All right, it looks like Neal Fulk from

Illinois ?
MR. R. NEAL FULK:

Fulk of Illinois.

This is probably a critical year in
We have had seven biennial sessions of

Illinois, also.

the legislature where we have had legislation of this

type introduced.

We are told by our legislating council

that it is only a matter of time until there is a licens
ing of the technician class of accountants.

I think most

of us do not agree with that and intend to oppose it,

regardless of the fact that we have been undermined to
a certain extent by actions in some of the other states.

But my question here would be with the
passing of this, which I think it should be passed in its
form as presented, is to what extent would this then bind

the states to oppose all legislation of this type so that
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we don’t get this undermining of the position of the

other states who wish to oppose it.

PRESIDENT KESSLER:
MR. DISS:

Bill?

I think there is some uncertainty as

to just how the jurisdictional lines run between the

Institute and the state societies.

It is probably fair

to say that the ultimate decision and authority for

legislation in a given state rests with the local state

society.

However, we feel that each society in its

self-interest and the benefits from unity and the strength

that comes from unity would consider carefully any depar
ture from national policy because of the effect it could
have on other states and the effect on the profession as

a whole.

It seems to us that we can defend against
this accountancy technician legislation much more effec

tively now than we could ten years ago because so much of
it has been taken over--the accounting technician work-has been taken over by commercial enterprises and finan

cial institutions, it no longer is an apt subject for
professional type regulation.

We think the steam should be going out of
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this type of legislation now because the public interest
just doesn’t fit this type of service any more.

And, of

course, we feel that the CPAs are growing stronger every

year; that the weakness, we feel, is that the CPAs don’t
recognize their own strength.

If we could get ourselves

organized properly we can hold the line against this
creation of a new opponent, the creation of a new class

of licensed accountant.
PRESIDENT KESSLER:

I am going to ask Mr. Ward,

your motion was defeated, but you did make an argument

about the use of the term "accounting practitioners” and
this Council discussed that at some length--and I well

remember the time of Bob Witschey--and I don’t want this

group to get into an editing process, it's impossible.

entertain as

But I sensed what,

in effect, I would

a motion just to get

the sense of the Council

If you want to delete the words
in the next to the

practitioners"

"accounting

last line of Paragraph

10 and substitute the single word "persons," was that
your suggestion?

MR. WARD:

I would be perfectly satisfied, Mr.

President, as far as I am concerned.
(The motion was seconded from
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the floor.)

PRESIDENT KESSLER:

All right.

Now we have

before us, it has been moved and seconded that the words
"accounting practitioners" in the next to the last line of

Item 10 be deleted and the single word "persons" be sub
stituted therefore.

That question is open for discussion.
(The question was called from
the floor.)

PRESIDENT KESSLER:

for.

The question has been called

All those in favor please say,

"Aye."

Opposed?

That is carried and Item 10 is amended in accordance with
that motion, and now we are back to discussion of the main

motion.
Bernie Barnett from New York?

MR. BERNARD BARNETT:

Once again I would like

not to get into the editing process, but there is one

word here which really disturbs me and that is the word

"other," "--in bookkeeping, tax return preparation and

other elementary accounting services."

I seriously doubt whether the preparation
of many tax returns, for example, consolidated income

tax returns, is an "other" elementary accounting service.
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I think there is really nothing served by the word
"other” and I would propose, if it is acceptable to Mr.

Diss, to delete that word, also.

PRESIDENT KESSLER:

You are objecting to the

implication that tax return preparation of any kind is
rather elementary?

MR. BARNETT;

Not any kind, but most kinds.

(Laughter)

MR. DISS:

That is agreeable to the committee.

PRESIDENT KESSLER:

The chairman of the commit

tee himself accepts that as an amendment to the main
motion, the deletion of the word "other" on the first

line of No. 10.

So I think, Mr. Parliamentarian, that is
before us without further vote.

Is that correct?

When

the person who moved the motion has accepted a--

(Laughter)
I am going to rule that the word "other"

has been deleted from No. 10.

We got the okay; that item

has been deleted.
Now we are still back to the main motion
with two minor changes, two changes, minor or otherwise,

in Paragraph 10.
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(The question was called from

the floor.)

PRESIDENT KESSLER:

The question has been called

for.
All in favor please say, ”Aye.”

Opposed?

Thank you very much, Bill.

MR. DISS:

Thank you, Mr. President; thank you,

gentlemen.

(Applause)
PRESIDENT KESSLER:

I am delighted that we were

able to reach this point at high noon since we are
scheduled to go to 1 o’clock and I don’t propose that we

adjourn for lunch and come back again.

We have two more items on the program this
morning and each one has asked for more than 30 minutes,

and I don’t know how we are going to accommodate them and
adjourn by 1 o’clock.

But, nevertheless, I am going to

call on Tom Holton, the Chairman of the Committee on
Auditing Procedure.

Tom has been on this committee for a number
of years and now is in his first year as chairman.

He is

also chairman of his firm’s Committee on Auditing Procedure.

His title is "Change Is The Challenge In Auditing.”
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Thomas L. Holton.

MR. THOMAS L. HOLTON:

Thank you, Lou.

I don’t

know just how, but I will figure out a way to cut this
down.

Every once in a while one gets to feeling
rather important.

My claim to fame is that I have a

similar background to our esteemed president.

He got to

New York from Chicago by way of Texas, and I got to New
York from Texas by way of Chicago.

But Gordon Ford kind

of put me in my place this morning when he said, ”I am

looking forward to hearing your talk--again.”

(Laughter)

As if I only have one talk.

Well, I will try to eliminate the things
that I said in Los Angeles at the Technical Session, not
at the Council meeting.

I noted also that he got that

impression because both titles included the word
"Challenge. ”

So I will skip some of my introductory
comments and go to some of the possibly more important

things.

I do want to say that when I took over as
chairman of the committee, after not having been on a

committee for a few years, I had some great ideas about
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how I was going to perform some miracles in getting a lot

of things done this first year and getting things off the

agenda that had been on for a long time.

After chairing

a couple of meetings I am not nearly so optimistic as I

had been before.
Those of you who have served on the commit

tee know that there are a lot of strong individuals there

and they have a lot of strong ideas.

I think that’s very

good that we do have them; it keeps us from getting into
trouble.

Although I would like to clear up the
agenda and move on to some other things, I hasten to add

also that I strongly believe that it’s better to do nothing--

or at least not issue a statement--rather than just to
publish for the benefit of having production.
In other words, I think we have to be sure

we’re right, rather than just clearing up the agenda.

j

At the same time, my own thinking is that

we should not continually postpone publication of the
committee’s current position just because we think it

might have to be changed at some future time, say three
or five years later.

I think change sometimes can be good,

even though we know there will have to be some more
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changes later.

I have in mind particularly the matter of
changing the standard short form report.

The report in

current usage has not been changed for about a quarter of
a century; some of us haven’t even been in practice that

long.

I think it is too long a period of time.

we can do better.

Surely

And even if we can’t do as much better

as we would like to, this may be a situation in which

change, almost for the sake of change, would be good.

I might add, though, that I do not think
that change in the short form report would have any legal

significance and that is not my purpose, at least, for
wanting to make a change.

I had wanted to talk to you briefly about
the two statements that have been issued since the last
Council report, but I think those have been publicized
adequately otherwise.

Also I will not talk about computer audit
ing.

I think all of you recognize that there will be,

there has been, and will be probably more changes in
auditing resulting from the use of the computer in the

next few years than probably anything else.

Instead, I

would like to talk about some of the things that may not
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be quite so obvious.
One of these is the matter of cooperation

with the S.E.C. which Lee Layton mentioned yesterday and

Len Savoie mentioned this morning.

I am a very strong

believer in the profession developing its own standards
and staying ahead of them being developed by the courts

or by the S.E.C.

This is not to say that we should not

consider the views of the S.E.C.
standards.

in

developing our own

We certainly should.
Nevertheless, in the final analysis, we

should develop our own, and if worst comes to worst, there
may be different standards for S.E.C. engagements and

other engagements.

I hope not.

Some recent developments indicate that the
profession, the S.E.C., and the public would be better
served if the Committee on Auditing Procedures made a

special effort to be more responsive to the problems that

the S.E.C. can see developing.

The profession recently

demonstrated its ability to respond rather quickly, solv
ing the major problem of accounting in franchised company,

although I must admit that the method was a little bit
unorthodox.

I am sure you are familiar with that.
Right now we have a group working on
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solving the problem on reporting on development companies,
?
and the S.E.C. is rather ancy about it.

We had quite a problem develop during the

winter in connection with the S.E.C. issuing their Ac

counting Series Release No. 115.

Rather than go into

some of the events surrounding that, I will just say to
you that I think we were a little slow in recognizing the

warnings that had been given.

I had assigned that problem

to a subcommittee, but I really had not fully appreciated

the importance of the problem in the eyes of the S.E.C.
Consequently, I think we got something
less than really desirable, although we did put in a great
deal of effort, we made some recommendations, and the one

recommendation that I think that was accepted that was
most important to this profession is that instead of the

S.E.C. interpreting our own literature as they had pro

posed to do, and in effect say that many of our practi
tioners were in violation of our own literature, they

changed it to interpret their own rules and regulations.
This is merely a philosophical point which I think is

important from the viewpoint of our developing our own
standards.

We had suggested, also in connection with
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that matter, that there be better guidelines as to how
practitioners could comply.

We were not successful in

accomplishing that.
In spite of all of the criticism that has

been leveled in recent years at the accounting profession
in the press and otherwise, I think it is fair to say that
the profession has really progressed in stature during the
last quarter century or so, and our clients as well as the

public in general are demanding more of us.

In the years

ahead, the attest function by independent CPAs may be
extended to a number of areas which would be rare if not

unheard of today.
I have in mind several that I will mention
to you.

One is the opinion on internal control at computer

service centers.

We are already experiencing situations

in which many firms of auditors whose clients use a par

ticular service bureau must rely on reports of other

auditors who have investigated the controls of the service

bureau in detail and have expressed opinions with respect
thereto.
This, to me, seems to be the only answer;

maybe not immediately, but at least in the long run.

Do we have well enough established standards
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to have reasonable assurance that accounting firms’

opinions would not vary significantly?

Don’t we need bet

ter standards to make these reports really meaningful?

The computerizing committee is working on this project

right now.
Another problem:

Opinions on the adequacy

or effectiveness of internal control in general.
seen a few reports of this nature published.

We have

But here,

again, we have a standards problem.

We also have a problem as to whether an

overall opinion on internal control is really meaningful;

or is the only meaningful thing opinions on specific as
pects so that the reader really knows what he is looking
at ?
The third one:

by organized crime.

Infiltration of business

This situation came up recently with

one of our clients as a suggestion for service.

Should the CPA be in a position to give
some sort of assurances, either positive or negative, that

his client's procedures are such that an alert management

will recognize any significant invasion of the business

by organized crime.

Business and the general public are

concerned about this problem.

Should we be working in
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this direction of being in a position to give the public

some assurances along these lines?

What is it worth, and

what are the CPA’s risks?

Opinions on legal matters.

I hear rumors

that the legal profession would like to avoid writing
usual letters to auditors about pending litigation, et
cetera.

Hopefully this philosophy will not spread.

But

if it does, must we then be in a position to assess the
probable outcome of litigation ourselves?
I understand that lawyers may be concerned
about their own legal liability with regard to opinions
expressed in such letters.

bad about the lawyers?

Now isn’t that just too damn

(Laughter)

Or wouldn’t it be

ridiculous if lawyers had to have legal liability just

like accountants have legal liability for the opinions
they express--present company excepted.

(Laughter)

In that regard, since I have been away from

the office the last two weeks, I read in the newspaper

something about a proposal with regard to management fees

of mutual funds.

It seems a House Subcommittee--and I am

quoting from the Wall Street Journal "--would attempt to
discourage nuisance lawsuits by specifying that suits

could be filed only by individuals or a group with $100,000
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interest in the mutual fund, or 5 per cent of the fund’s

shares, whichever is less.”
I think this is something we ought to
really consider.

If it works in that case--it won’t

solve all our legal problems, obviously--but it could

avoid a lot of the nuisance situations.

There is the matter of continuous auditing
Is it possible to develop auditing techniques relying
very heavily on internal control so that we would be in

a position to give an opinion almost instantly at the end
of any accounting period?

The public may want this, but

is it worth it and can we do it?
Another one:

Opinion on forecasts.

There

seems to be widespread belief that the public wants the

CPA to render opinions on forecasts.

I would like to

elaborate on this one.

All of us in the public accounting prac

tice have been involved, in one degree or another, in
making forecasts or assisting clients with forecasts.

I

don’t think anyone would say this is not a good and useful

service for CPAs to render.

We do it for clients all the

time in our tax practice and in connection with tax plan

ning and preparing tax estimates.

We assist clients in
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preparing data for their bankers in connection with ob
taining bank loans.

We help them in making projections

in connection with systems and procedures engagements and,
of course, I could add many more.

involved.

Obviously we do get

Who else is better qualified to render a good

professional service in this area?

I don’t think there

can be any difference of opinion on this point.
We do have a significant difference of

opinion in the profession, however, as to whether CPA’s
reports on forecasts should be used in connection with

the sale of securities to the public--other than S.E.C.
at this time.

Some firms will permit their reports to

be used in this manner; other firms will not.

The feeling of the latter group is that in
spite of disclaimers of responsibility for the actual

results turning out essentially the same as projected

results, the man on the street cannot be expected to under

stand the limitations of the credibility we add to these
forecasts.

So he would inevitably attribute more signifi

cance to our name being associated with the forecast than
would really be warranted.

Those on the other side of the argument,

contend, quite logically, that we as professionals should
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be capable of writing understandable reports that properly
limit the amount of credibility that is being added by
having our names associated with the forecast.

the problems here, unfortunately

One of

is that we CPAs have

been too successful in having the public believe we are

infallible and that the financial statements on which we
report are absolutely precise and accurate.

This is in

spite of the fact that we have tried for many years to

convince the public otherwise.
Maybe we have a unique opportunity here
in connection with forecasting to give the proper impres
sion to the public by insisting that there be at least

two, and possibly more, projections of probable or possible

future results.

Possibly we should insist that there be

an optimistic, a pessimistic, and another presentation

in between the two representing some sort of reasonable

expectation.

Should we then express an opinion on the

reasonableness of the assumptions used?

Or should we

merely express some sort of negative assurance in this

regard, or neither?
In view of the fact that projections never

turn out to be right, would our public association with
these documents lead to a feeling on the part of the
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public that the CPA’s attestation is not very reliable?
Also, would CPAs be held to a stricter standard, legal

liability-wise, than other professionals or semi-profes

sionals who report on forecasts?
Would our having reported on forecasts in

some way jeopardize our independence with regard to sub

sequent auditing of historical results?

And just what

standards should be developed as guidelines for CPAs to

permit their names to be associated with forecasts?

I readily admit that I don’t have all of
the answers.

In fact, I’m sure I don’t even have all of

the questions yet.

It does seem to me that we need to be

doing something about it--and we are.
I want to speak a little bit about the
matter of auditing research.
The 42 statements that have been issued by

the Committee on Auditing Procedure during the past 30
years have been produced almost entirely by the committee

members themselves.

As a practical matter, no research

staff at the Institute has been available to the committee
over most of this period.

This situation has been changed

recently, within the last year, and I am very pleased that,

we now have available the services of Doug Carmichael, the
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Manager of Auditing Research.

Doug has helped and will

continue to help the committee considerably.

I hope everyone realizes, however, that
this should be only the beginning.

Additional staff must

be available, in my opinion, if we are to do the job we

should do.
Surely, if you really think about it, you

are amazed as I am that there is such an imbalance in the
amount of research effort devoted to accounting principles
as contrasted to auditing standards and procedures.

I

think one reason for this is that we are professional
people devoted to serving the needs of our clients.

Accounting is more directly related, or at least more

obviously related to client problems.
Auditing on the other hand, is basically
our own problem, instead of being immediately and directly

client-related.
This rather natural attitude about serving
the needs of our clients is hard to criticize.

But

sooner or later we have to take care of ourselves, too.

Otherwise, service to clients will eventually deteriorate.
I had in mind giving you some illustrations
of research projects that need more attention, I will
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save some time for Dave on that.

I would like to mention

two with regard to inventories and confirmation of re

ceivables that I think would be ideal topics that would
lend themselves to joint research by the Institute staff
and some of the accounting firms themselves.
Members of Council may be interested in a

number of respects in which we are gearing up for change

and attempting to increase the effectiveness of the com
mittee’s work.

I will mention a few of these.
One:

The committee is now meeting every

other month rather than once every three months as was
the case in recent years.

We have now adopted a practice

of virtually all subcommittees meeting separately from
the time and place of the full committee meetings.

I had

a great idea on how to improve the work of the subcommit
tees and after one session at this, it turned out to be

so bad that I won’t even tell you what it was.

(Laughter)

We are going to do better now.
We have a functioning subcommittee for

planning at this time and priorities are being established.
More time is to be devoted at full committee meetings in

discussing in depth and at length the problems that we
expect to be making a pronouncement on very shortly.
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I think we should also take a new look at
the authority, objectives, and method of operation of the

committee.

I don’t necessarily believe it needs to be

changed, but I do believe they should be re-evaluated.
As far as authority is concerned, I doubt
that there is too much problem here.

As for objectives,

possibly there should be more efforts in the directions

of the philosophy of auditing at one end of the spectrum,
and also more in the area of auditing procedure guidelines
which is completely at the other end of the spectrum.

I would characterize most but not all of
the committee’s pronouncements to date as being down the
middle or somewhere in between these two extremes, about
midway.

As for method of operation, I mentioned

earlier that we definitely need more research assistance.
Without it, progress is not only too slow, but I fear that

conclusions may be reached on the basis of hunch rather

than on the basis of conclusive evidence that empirical
research may produce.

I have also given considerable thought to
the proposal to eliminate both the Accounting Principles

Board and Committee on Auditing Procedures and consolidate
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their present responsibilities into a newly-created body.

The reason advanced has been that accounting and auditing

are so interrelated that the two cannot be completely
separated.

Obviously there is some merit to this
suggestion.

On balance, however, I do not believe such

a consolidation to be desirable.

One of the principal

reasons for this conclusion is that I am afraid auditing
would get too little attention in such an environment of
dual responsibility.

Again, I refer you to the research

effort.
I also have in mind recommending that the
committee be reconstituted as the Auditing Standards
Board.

The term ’’auditing procedures” is entirely too

narrow, in my opinion.

In the first place, I think there

can be little doubt that a great deal of our work does
deal with standards as contrasted to procedures.

On the

other hand, the broader term "standards,” would in no way
preclude the group dealing with procedures in appropriate

circumstances, and I think there may be many.
The term "Board" is suggested instead of
"Committee" because it indicates more authority and
stature, notwithstanding Lee Layton’s comments yesterday
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about some criticisms of the Accounting Principles Board.

I will skip my concluding remarks and give

the time to Dave Isbell.
Thank you very much.
(Applause)

PRESIDENT KESSLER:

Thank you very much, Tom,

and that was a noble effort; you did cut to even less than
the 30 minutes.

I think if there is every any wisdom in
scheduling the Golf Tournament for sometime other than
this afternoon with tee-off times starting a half an hour

or an hour ago, I think it is proved now because I am sure
all of us want to hear Dave Isbell.

I am going to make an announcement to be
sure I don’t forget it after Dave’s talk we will have a
meeting of the Board of Trustees of the Foundation, Messrs.

Thompson, Hanson, Anderson, Derioux, and Miller right up

in the front of this room.

And also to give Dave the attention he
deserves, I would suggest that you all rise in place and
have a seventh inning stretch, and I am even going to sit
down in the front here and listen.
to join me?

And, John, if you want
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I also want to say, Dave, that I would not

consider it a criminal act if you did run over past
1 o'clock, and you be the judge of that.

Thank you very much.

We will now hear

from our able legal counsel on ”A Preliminary Assessment

Of The Implications Of The Continental Vending Case.”
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MR. DAVID B. ISBELL:

Thank you, Mr. President.

Ladies, Golfers, Fellow Non-Golfers:

I

have found in thinking about the Continental Vending Case

in preparation for today’s talk that I had many more

thoughts about the case than I had realized.

Many more,

certainly, than can be put within the compass of a talk

of variable size; many more, certainly, than you wish to
absorb or be subjected to in one sitting.
I think I have got my thoughts down in

this talk to a variable length.

I think it will be about

45 minutes.

I am afraid that my talk is a little bit
like a piece of salami; it’s not compressible.

It may,

however, be sliceable without losing its nourishment, if
any, and its flavor. And if I find I am going over 45

minutes then we will Just slice it off.

I am going to assume that you are gener
ally familiar with the case and with the Opinion of the

Court of Appeals for the Second Circuit which has been

published in the Journal of Accountancy.

As you know,

our first brief was also published in the Journal.

You

have received the brief from the Supreme Court which is
also being published in the Journal.

So I assume that it
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is reasonable to think that you are generally acquainted

with the case.

I will therefore save some time that

might otherwise be involved in describing the case and
try to devote myself to appraising the implications of

the case.
The appraisal is necessarily going to

have to be of a preliminary nature; not only because
there is a great deal in the case, but because we are
still too close to the case in time--or at least I am--

to allow real perspective on it.

Overall, nonetheless, I think we can say
with confidence that it is an important case.

significant and instructive.

It is both

It is significant in two

prime respects; one, for what it says about the weight
the law will attach to the standards of the accounting
profession.

Second, in what it says about the obliga

tions over and above those imposed by the standards of

the profession itself which will be imposed upon account
ants in the course of the professional work.

It is, as I mentioned also, instructive.

The decision of the Court of Appeals tells much of a
practical nature about how accountants can get into legal
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trouble and by the same token suggests ways in which, at
least, some risks may be avoided.
Overall, again, I think the decision is

not a bad decision.

It is not, that is, bad in the sense

of laying down rules which the accounting profession will

find it unbearable to live with.

Certainly the decision

is not anything like as bad as it might have been.

It

is not even bad in a purely legal framework in the sense
of articulating a legal result which, according to the

Court of Appeals, should flow from the facts of the case
as the Court was bound to take them.

This is not to say that there was not real
personal tragedy involved for the defendants involved in
the case.

Nor is it to say that there was not injustice

involved in the case.

I do not believe, and I do not

believe that any of the judges involved in the case be

lieved that Carl Simon or either of his colleagues had,

in truth, the conscious purpose of wrongdoing which should
be the predicate of criminal liability.
There was, however, evidence from which a
jury could infer such a purpose; a basis upon which there

could be rested such a belief.

And therein lies one of

the principal lessons of the case--or, rather, the group
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of lessons of a practical nature.
The perspective in which the case must now
be viewed, not that it has come to rest, is different
from that which applied while the ultimate determination
had not yet been made.

The facts of the case so far as

the future and the accounting profession at large are

concerned are what the Court of Appeals said the jury

might have found them to be.
The facts of the case are not the other

possibilities that the jury might have found.

They are

not what individuals among us who are acquainted with the
circumstances and with the defendants have believed them

to be.

And the law of the case is now what the
Court of Appeals has declared.

It is neither that which

the Institute feared the law might be declared to be, and

therefore was moved to submit its amicus curiae briefs;
nor is it that which the Institute, in its briefs, urged
the Court to hold the law to be.
In this new perspective an aspect of the

case that rendered it particularly shocking when it was
brought, and while it was pending, becomes virtually with
out significance.

This is the fact that it was a
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criminal case rather than a civil case.

There is nothing

under any of the three heads of my discussion of the

significance of the case--that is, the weight to be given
to professional standards, the standards of disclosure
and inquiry proclaimed by the Court, and the practical

lessons taught by the case--nothing in any of these re

spects which turns on the fact that the case was criminal
rather than civil.
This is to say that the specific implica
tions of the case apply just as much to civil litigation,

the risk of civil responsibility, as to the risk of

criminal liability.
The fact that the case was criminal--was
a criminal matter--did, of course, give particular poign

ancy to the fate of the individual defendants.

It also

gives a warning--and a very important warning--of the
gravity of the hazards with which professional life is

fraught.
It also gave some procedural twists to the

case; for example, the use of a criminal prosecution as

leverage to force the settlement of a civil suit.
know, it was a $2 million settlement.

As you

It also furnished

a peculiar irony within the framework of this particular
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case which lies in the fact that the charges in this

case would not have supported a civil suit, the particu
lar charges would not have supported a civil suit, al

though they did support a criminal suit.

The reason for

this being that no one was damaged by the failures of
disclosure in Continental’s ’62 balance sheet for which
the defendants were held responsible.

To be sure, the market collapsed as soon
as the financials came out and people were hurt by its

collapse, but this was because of what the statement showed
and not because of what they wrongfully concealed.
All this being said, let me reiterate that

the significance of the case does not lie in its being a
criminal case, nor is it limited in implications to
criminal cases.

Now the first of the three significant
aspects of the case is what it says about the weight that

the courts will give where liability is concerned to the

standards of the accounting profession.

As you know, the

defendants offered eight expert witnesses, all eminent in

the profession, to testify that Continental’s balance

sheet which was charged to be fraudulent barely presented
the financial position of Continental in conformity with
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generally accepted accounting principles.

Two prosecu

tion witnesses testified to the contrary, but the Court
of Appeals observed that:

"...with due respect to the latter, they

hardly compared with defendants’ witnesses in aggre
gate auditing experience or professional competence.
It was thus a critical legal issue on
which the Institute was moved to participate in all three
levels of the proceeding, not as to which set of experts

had to be believed, but as to the weight to be given to

the standards of the profession.

The issue was framed

in terms of instructions to the jury.

The defendants had asked in the trial

Court for instructions that would have required the jury
to acquit if it found that the balance sheet was in con

formity with generally accepted accounting principles.

The trial Court instead gave instructions which said that

the critical test was whether the balance sheet fairly
presented the financial position.

But it did not tie

fair presentation to generally accepted accounting princi

ples.

The Court also said in its instructions
that evidence of compliance with generally accepted
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accounting principles would be very persuasive, but not

conclusive.

And then it gave other instructions which

the jury might have taken as an invitation to test the
fairness of presentation, not against generally accepted

accounting principles, but against their idea of what

an investor or another layman might want to know.
It was this invitation to apply a lay
standard rather than to look at the balance sheet as an

accountant does and as the defendants by their Opinion
had represented that they had that prompted the Institute s

concern.
The position worked out for the Institute

in connection with the brief was not quite the same as

that which had been proposed by the defendants’ instruc

tions.

If we had proposed instructions embodying the

Institute’s position they would have required the jury

to test against generally accepted accounting principles,

to test the balance sheet against generally accepted ac
counting principles and to acquit if they found it in

conformity with generally accepted accounting principles
unless--unless the jury found from evidence beyond the
financials themselves that the defendants had an intent

to defraud.

That is, the Institute recognized the
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possibility that you could have formal compliance with

all professional standards which was a mere sham or

subterfuge.

As our brief in the Supreme Court, which
you have received, recognized, the Jury might have con
victed the defendants even under those instructions because

of the evidence which I will refer to later which the
Jury could have taken as showing wrongful intent.

The problem so far as this case was con
cerned was that the instructions actually given allowed,

if they did not invite the Jury, to take a different
route in reaching that result.

Now what the Court of Appeals said, it
seems to me, substantially narrowed the possibility which

the trial Court had left open, of a Jury being allowed to

take a purely layman’s view and to disregard the standards
of the profession in a future case, whether civil or
criminal.

The Court emphasized that fair presentation

was the critical test.

Indeed, it equated the trial

Court’s emphasis on fair presentation with that of the

defendants themselves.
Now the Court gave no emphasis to--indeed,
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it did not even refer to the lay investor’s standard

which had been referred to in the trial Court’s instruc

tions .
The Court then said on this issue, and I

will read a brief passage from the Opinion:

"We do not think the jury was required to
accept the accountants’ evaluation whether a given

fact was material to overall fair presentation, at
least not when the accountants’ testimony was not

based on specific rules or prohibitions to which
they could point, but only on the need for the

auditor to make an honest judgment and in conclusion
that nothing in the financial statements themselves
negated the conclusion that an honest judgment had

been made.

Such evidence may be highly persuasive,

but it is not conclusive,” and so the trial Judge

correctly charged.
Thus, the Court cast the difference between

the accountants’ view and the view permitted the jury in

terms of materiality; that is, in terms of the relative

weight to be given to different factors, rather than in

terms of potentially wholly differing standards.

Moreover, it seems to me that the Court of
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Appeals suggests quite clearly that standards will be

given less than conclusive weight only where the standards
involve no specific rules or prohibitions, but leave the
matter to the judgment of an auditor.

Now we would have, of course, preferred
a rule that required more conclusively that a jury view
even judgmental matters from the perspective of the ac
countant.

But I think that the rule, as limited by the

Court of Appeals, is one that the profession can live
with.

Two practical lessons can, it seems to me,

be drawn from this point; one for the profession as a

whole, the other for individual practitioners.

For the

profession it is pointed out once more the very real
advantage, from the point of view of legal responsibility
at least, in having standards spelled out.

Had there been specific rules or prohibi

tions governing the matters about which there was dispute

among the expert witnesses in this case to which the
defendants could refer, it is altogether likely that the
result would have been different.

There would have very

possibly been different instructions; very likely a dif
ferent verdict; altogether likely, if neither of those had
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occurred, a different decision by the Court of Appeals.
Now for the practitioner the Opinion of

the Court of Appeals suggests the desirability of adopt
ing a procedure whereby, at least in certain types of
cases such as those where pure judgment does govern, a

special review made from the point of view of understand
ability to a layman.

I understand that the Lybrand firm has
adopted just such a procedure requiring, in every case-in every case, prior to release of a published report, a

cold look by a partner unassociated with the engagement
with a view to whether the disclosures made are under
standable to laymen.

This is certainly a sensible course.

It is not, in my opinion, one that is required by the

Court of Appeals’ decision.

The second kind of significance in the case
lies in the rules of disclosure and inquiry that it lays

down.

There were, as you recall, four issues of this

nature on which the expert testimony was divided.

There

was a question, the principal question in the case, as to

whether the disclosure had to be made of the fact that
monies advanced by Continental to Valley had in turn been
lent to Continental’s president Roth.

There was a
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question whether there was a duty on the accountant

defendants to make inquiry into the affairs of Valley
which, as you will recall, was an affiliated company
which had its own auditors.

There was a question as to whether dis
closure was required to be made of the composition of the

collateral which was pledged to secure the Valley re
ceivable, which collateral consisted largely of stock and
debentures of Continental which was owned by and pledged
by Roth.

And, finally, there was an issue as to
whether disclosure should have been made of the post
fiscal year end increase in the Valley receivable from

$3.5 million to $3.9 million.
It is the first of these on which the

Court had most to say and on which its holding is, for
precedential purposes, most important.

Unfortunately,

its language on this point is not altogether clear.
I will, if I may, read again from the

Opinion a rather long excerpt where the Court says what
it has to say on the subject.
”We join defendants’ counsel in assuming

that the mere fact that a company has made advances
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to an affiliate does not ordinarily impose a duty

on an accountant to investigate what the affiliate
has done with them, or even to disclose that the

affiliate has made a loan to a common officer if

this has come to his attention.

But it simply can

not be proved that an accountant is under no duty
to disclose what he knows when he has reason to be
lieve that to a material extent a corporation is

being operated, not to carry out its business in
the interest of all the stockholders, but for the

private benefit of its president.

"For a Court to say that all of this is
immaterial as a matter of law if only such loans are
thought to be collectible would be to say that inde

pendent accountants have no responsibility to reveal
known dishonesty by a high corporate officer.

If

certification does not at least imply that the

corporation has not been looted by insiders, so far
as the accountants know, or if it has been, that the

diversion has been made good beyond peradventure or

adequately reserved against and effective steps

taken to prevent a recurrence, it would mean nothing
and the reliance placed on it by the public would be
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a snare and a delusion.

"Generally accepted accounting principles
instruct an accountant what to do in the usual case

where he has no reason to doubt that the affairs of
the corporation are being honestly conducted.

Once

he has reason to believe that this basic assumption

is false, an entirely different situation confronts

him.

Then as the Lybrand firm stated in its letter

accepting the Continental engagement, he must extend
his procedures to determine whether or not such

suspicions are justified.

If, as a result of such

extension or, as here, without it he finds his sus
picions to be confirmed, full disclosure must be the

rule unless he has made sure that the wrong has been

righted and procedures to avoid a repetition have

been established.

At least this must be true when

the dishonesty he has discovered is not some minor

peccadillo, but a diversion so large as to imperil,

if not destroy the very solvency of the enterprise."

Unfortunately, the Court says too much
here, and in language too pungent to leave the meaning of

this crucial passage as clear as its importance warrants.

I think, though, that careful analysis will yield up its
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proper interpretation.
First of all, it is quite clear that the
Court is saying that there is not, ordinarily, a duty on

an auditor to investigate or disclose the disposition of
funds advanced by its client to an affiliate.

It is only

in certain circumstances where the Court says such a duty
of disclosure or of inquiry arises.
Now, unfortunately, the uncertainty arises
in describing those circumstances.

The Court’s language

in the passage I have read suggests four different pos

sible tests.

The Court, for example, refers to looting.

That is one possibility.

And elsewhere in the Opinion, the Court
repeatedly uses that term.
The Court also refers to dishonesty, known

dishonesty by a high corporate officer.

That would be a

possible test.
The Court refers to a corporation being

operated for the private benefit of its president.

There

is a third possible test.

Fourthly, the Court refers to diversion of

funds.
Which of these, in the Court’s view, gave
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rise to the additional duty of disclosure here involved?
Which of them, for purposes of future cases, would give

rise to a duty of disclosure, to special rules of dis
closure?

I suggest that it is only the last, that
is, diversion of funds.

’’Looting” is no more a term of art, of
certain meaning in the law, than it is in accountancy.
It is not clear in this case when, in the Court’s view,

Roth’s borrowings became looting.
does not mean illegality.

Looting, presumably,

I don’t know exactly what it

does mean, since the trial Court instructed the jury, in

this case, that Roth’s borrowings were not illegal.

I suggest that the word "looting” is
merely a literary touch rather than an operative, analyti

cal element.

The second possibility is operation for

the private benefit of the president.

This, I think, is

even less helpful for analytical terms, at least as a
formulation divorced from the facts of this particular

case.
Now virtually every corporation is operated,

to some extent, for the benefit of its officers and other
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insiders.

Indeed, it's quite proper and usual to attempt

to link the self-interest of the principal officers and

employees to the corporation.

That, of course, is the

governing principle of stock options.
Moreover, especially in smaller corpora
tions and those which have recently gone public, the

officers are likely to be the principal stockholders

themselves.

Moreover, again, in corporations of all sizes

the insiders, rather than the stockholders as a group,

typically control the corporation.
Now to require the accountant to make judg
ments as to the extent to which the decisions of the

principal corporate officers are governed by self-interest
rather than stockholder interest, and to draw lines short

of specifically prohibited conduct would, indeed, be to

launch accountants on an uncharted and unchartable

sea.

The third phrase "known dishonesty by a

high corporate officer" in itself is surely not the key,

either.

The accountant may know that his client’s presi

dent has cheated the Internal Revenue Service, or fellow

investors in a different enterprise, or he has been con
victed of a crime, or that he is cheating on his wife or

on his secretary, or both--(laughter)--but the Court was
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surely not saying that the accountant has a duty to pass

along hot poop like that to his client's stockholders.
The key, I think, is rather in the diver

sion of funds and the Court defines, I think, pretty well

what sort of diversion of funds it is talking about:

”a

dishonest diversion and one that is so large as to imperil,
if not destroy, the very solvency of the enterprise.”

This, I think, describes the situation
where the Court holds that a special rule of disclosure

arises.

I think that the situation is also described in

terms sufficiently precise so that there should not be
inordinate difficulty in following the rule.

It is important to note in the passage
that I quoted at length that the Court twice makes refer
ence to a situation where the diversion has been made

good or adequately secured against and procedures have
been established to prevent a repetition.

In such a

situation the Court clearly implies a special rule of

disclosure does not apply.

Two things should be noted

about this.
The first is that the Court is clearly
saying that something more is required, something more is

required than a reasonable assurance of collectability,
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for that is what the defense experts said, in effect,

made disclosure in this case unnecessary.
Of course, it may not always be easy to

determine what steps should be taken to prevent the re
currence of a dishonest diversion or whether the steps

taken are sufficiently effective to meet the Court’s test
so that disclosure is no longer necessary.

The Court offers no guidance on this.

It

may, perhaps, be a subject deserving of study by an ap

propriate body of the Institute.

The second aspect to be noted about this

part of the Court’s Opinion is also an important one.
This is the clear implication that an accountant’s duty
of disclosure applies only at the time that his Opinion

is issued.

It has been suggested that that implication

arises because the Court is saying if as of a particular
time the diversion has been made good, then there is no

duty of disclosure.

That clearly implies that the account

ant does not have a duty to blow the whistle whenever he
happens to learn of the disclosure.

This is an important

point, because it has been suggested that the Continental

Vending Case implies a general duty on the part of ac

countants to disclose improprieties on the part of their
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clients or their client’s officers, no matter when they
learn of them and no matter when they occur.

I do not

believe the case implies any such thing, or that there is
any other ground for asserting that accountants have a

duty of disclosure with respect to their clients apart
from the financial statements upon which they issue

Opinions or are otherwise associated with, or on which
they have previously issued Opinions.
Now, as regards the question, the second

of these questions of a technical nature, the question of
whether there is a duty of inquiry into the affairs of

affiliates to which advances are made.

It should be

noted that the passage I read a while ago suggests that
where there is reason to believe that a material dishonest

diversion of funds has occurred, an auditor may well have

an obligation to investigate the affiliate through which
the diversion was made.
The Court pretty clearly states, though,

that such a duty of an investigation arises only in such
exceptional circumstances.

There is not implied by this

decision, in other words, that in ordinary circumstances

an auditor has an obligation to investigate, to inquire

into the affairs of an affiliate which is separately
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audited.
I might note two matters in passing on

this point, however.

One is that the Committee on Audit

ing Procedure has under study from at least two points of

view the question of what an auditor’s obligation should
be with respect to such transactions with affiliated

companies.

The other is that the Lybrand firm has
quite sensibly adopted the policy of requiring as a con

dition of engagements that they be engaged, not only to

audited principal company, but also affiliates of this

sort.
The third question of a technical nature

had to do with disclosure of the composition of the col
lateral.

On this it seems to me that the ruling of the

Court of Appeals was quite narrow.

It did not hold that

collateral must always be described, nor even that col

lateral must always be described where it consist in large
part of securities of the creditor entity.

Rather, the

Court held that failure to describe the collateral, in

this case, must--and I am quoting in part ”...be judged
in the light of the defendants’ failure to disclose Roth’s

looting; that the jury might infer that it was part of a
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deliberate effort to conceal what defendants knew of the
diversion of corporate funds that Roth had perpetuated.”

Now, the final technical question had to
do with the non-disclosure of the increase in the Valley

receivable between the fiscal year end and the Opinion
date.
This question was treated in exactly the

same fashion by the Court of Appeals as the question of
disclosure of the composition of collateral.

That is,

not in terms of any general principle of disclosure, but

in terms of the light which the jury might think that the

non-disclosure cast upon the defendants' purposes, given
the central fact that the diversion of the funds was not

disclosed.
Thus, so far as the standards of profes

sional conduct go that are dealt with in the Court of
Appeals’Opinion, it appears to me that the Opinion enun

ciates only one general rule that is, to any significant
degree, a new one.

That is that where the auditor knows

of or suspects a dishonest diversion of funds sufficiently
large to imperil his client’s solvency, there must either
be exceptional disclosure or exceptional measures to make

it good and to prevent a recurrence.
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Now, I will turn to the third major cate
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gory of lessons to be learned from the case.

This has

to do with practical implications of the case, not its

legal precedent value.
The Opinion suggests, really throughout,
a general rule of a practical nature.

The importance of

this rule really colors the entire case.

This rule is

that where an accountant discovers such a diversion--and

I would suggest whether or not the diversion is made good--

he would do well to consider every action that he takes
thereafter, every disclosure or non-disclosure, every

contact with the client in the light of how it may subse

quently appear.

An extraordinary degree of care is then

necessary; a much higher degree of care than, to their
misfortune, was exercised by the defendants in this case.
Now, there is nothing new or surprising

about this, nor anything really more than the obvious.
What the case does is to provide concrete illustration of
some of the kinds of matters that may give rise to problems

and of how conduct that could well have been less than

negligent may, in the light of hindsight, appear to be
deliberately fraudulent and, indeed, criminal.

Thus, the

Court of Appeals makes specific reference in its Opinion,
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of course, to the fact that as the defendants conceded the

famous Footnote 2 erroneously implied that the Valley
payable and the Valley receivable could be netted.

The Court refers to the fact that the
defendants apparently did not consult with a partner in

their firm with whom problems in audits were supposed to
be discussed; that two of the defendants failed to tell
the assistant who confirmed the collateral about liens

on the collateral at certain banks; that the defendants

failed to acquire effectuation of Roth’s promised pledge
of his house and furnishings; that although the defendants

asked to have Continental’s Board approve the transactions
involved in securing the Valley receivable they did not,
before issuing their Opinion, see to it that this had been

done.

None of this would have made much differ
ence if Continental had not collapsed; but the collapse
made it all, in retrospect, very damaging indeed.
This sort of practical lesson to be drawn

from the particular circumstances of this case can really

be drawn more usefully by you yourselves in careful study

of the Opinion than it can by me.

Every practicing CPA

certainly should study it carefully.
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suggestions, suggestions that are altogether too general

and too much in the nature of exhortations.

Here are

some of those:
Where problems arise which might affect

the solvency or the survival of the client, a wholly new

perspective, a new set of rules should, as a practical
matter--not as a legal matter, but as a practical matter-should apply.

First, you should exercise extreme care.

Every ”t” should be crossed; every ”i” should be dotted.
Don’t let yourself, in such a situation, be rushed by

supposedly urgent deadlines.

Your client can stand a

little delay in getting out its Annual Report, or in fil
ing its 10-K much better than you can bear the blame for

the economic misfortunes of the client or of its stock
holders .

Do not rely on promises of the client’s

officers as to important matters; see to it that they are
carried out.
Do not rely on representations made with

regard to such important matters if they are matters which
you can check for yourself.
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View everything you do--everything you do-
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from the perspective of how it may appear in the event

of disaster.
Consult with a partner or a colleague who
can bring objectivity to bare on the matter before you

issue your Opinion.

Finally, it may be useful--it may be use
ful to consult your attorney, if you have one.

I am talk

ing not about consulting your attorney after you have

issued your Opinion or after trouble has developed, but

before, while trouble--or at least legal involvement of

accountant in such trouble may still be avoided.

The

attorney may not be able to bring great expertise to bare.

Unfortunately, it is not the kind of
expertise that is widely spread; in part, certainly, be
cause accountants have not until now consulted attorneys

very much.

But the attorney, even if he is not expert,

should be able at least to bring judgment to bare as to

how the accountant’s Opinion and how his conduct will

look to a lay jury, a judge, and a perspective plaintiff's
attorney in the event that trouble develops.

Thank you.

(Applause)

237.

28

PRESIDENT KESSLER:

Thank you very much, Dave.

Tomorrow morning we will have two hours

of question and answer, and then the items in your pro

gram.

This meeting is adjourned until 9 o’clock
tomorrow morning.
(Thereupon the meeting recessed

at 1 o’clock p.m.)
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WEDNESDAY MORNING SESSION

May 6, 1970
The Spring Meeting of Council reconvened in the
Great Hall at 9 o’clock a.m., President Louis M. Kessler,

presiding.
PRESIDENT KESSLER:

Will the meeting please

come to order.
We do have a quorum again, Mr. Secretary,

I believe.
Beginning with John Lawler’s request in

February, all members of Council were invited to submit

questions or comments for our forum session this morning.
Although these invitations have yield more questions than

we will probably be able to cover in the time allotted,
we are going to try.

I am going to start out by reading the
questions and calling upon a knowledgeable person to give
an answer, and I have grouped the questions according to

the persons that I am going to call on so once he is on
his feet, he can answer two or three questions and we will
get through as many as possible that way.

If you want to interrupt, if you want to

ask another question from the floor, don’t hesitate to do
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so.
But, hopefully, if we go rather quickly

through the basic questions themselves and then come back
for sort of an open forum discussion, I think we can cover

more ground.
The first man that should be on his feet

is Tom Flynn.

If you want to get to that mike over there,

I have two or three for Tom.
His first one has to do with the activities

that the Institute has with respect to the federal govern-ment.

I don’t believe we mentioned in the mid-year report

anything about the Advisory Committee or this blue ribbon

panel.

This is not necessarily an ethics question, but

Tom is Chairman of the Division of Professional Ethics;

he is also Chairman of the Accounting Division of this
blue ribbon panel.

So, Tom, would you just make a general

comment about the blue ribbon panel?

MR. THOMAS B. FLYNN:

appointed last fall.

Well, the committee was

Perhaps I should go back just a

little bit before that.
The president, the president of the United
States, appointed a special committee which he called the
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Blue Ribbon Defense Panel.

The function or the objective

of this committee was to study the Defense Department,

its structure and its broad general policies to determine
whether they could offer constructive suggestions to im

prove the operations and

the achieving of those objectives

of the entire Defense Department.

As you can understand,

it was a mammoth undertaking.
That committee, the Blue Ribbon Defense
Panel, decided that they would parcel out some of their

subordinate and subsidiary functions to other committees
and they asked the Institute last fall if they would help,

to look over the total auditing effort on the part of the
Defense Department to determine whether it was most ap
propriately and efficiently being carried on.

The Institute,appointed an Advisory Commit

tee to work with the Blue Ribbon Defense Panel and we, in

turn, had some six subcommittees totalling, I guess, 33-34
members of the Institute engaged in this really mammoth

study of all auditing activities of the Defense Department,
Army, Navy, Air Force, defense contract auditing, and so

forth where we have been hard at work and we are down now,
really, the last lap.

We expect to have our final report

within the next two or three weeks.
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This report will be submitted to the Blue
Ribbon Defense Panel as an advisory report and also on a

confidential basis.

It will be up to the Blue Ribbon

Defense Panel to decide what further publication they will
make of that report.
Quite obviously, the report will be transmit

ted by the Blue Ribbon Defense Panel to the Department of

Defense.

We would expect that our committee would be

meeting with appropriate people in the Defense Department

concerning its recommendations.
We have had literally, I guess, hundreds

of meetings or contacts I should say, by the members of the
committee with people in the Defense Department, in the
auditing groups and also in the higher echelons of the

Defense Department to find out more about how we might
respond to our charge.

PRESIDENT KESSLER:

Thank you very much.

Now put on your Ethics hat, Tom.
a question;

Here is

"The newly-issued Interpretive opinion 20

which clarifies Rules 3.0.2. and 5.0.1. of the Code of Profes

sional Ethics constitutes a ’license to steal’ granted to

an auditor who assumes primary responsibility for combined
or consolidated statements where different CPAs perform
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attest services for subsidiaries, branches, or other com

ponents.”
End of question.

MR. FLYNN:

I can’t understand what the intent

of the questioner is; he doesn’t reveal his motives in
there in phrasing the question.

words are "license to steal.”

But I suppose the key

(Laughter)

This Opinion--I'm not sure that all the

members of Council--in fact, I’m reasonably sure that
they have not yet seen the Opinion, but it makes it a

little difficult to deal with the question.
The subject, as I understand it, the

Opinion will appear in the next issue of The CPA.

Our

Ethics Division has been considering this question of
what is a client, what are recurring, what are non-recur
ring relationships, for some time.

They did prepare a

draft Opinion which they sent out to state society ethics

committees last year and, I believe, exposed to Council

at the time; also the Board of Directors.

We have gotten numerous comments back from
that preliminary draft last year and we have made various
modifications.
The question is directed to one of the
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modifications we made in the original draft.

The modifies

tion was, in part, due to the exposure process which we

do not follow in all opinions.

But we got widespread

comments that the then draft was deficient in not dealing
with this particular question which is, what are the

responsibilities and rights and duties of an auditor who
has prime responsibility for the Opinion on combined or
consolidated financial statements.

After a great deal of discussion the com
mittee concluded that it was not in the public interest

to prevent or to insist that the auditor of the primary
statements could not expand his attest function down to
the subsidiaries and the branches and the other component

parts of the consolidated statement.

We didn’t want to be

in the position of encouraging fragmentation of an audit

of a combined enterprise.
We also thought that we were codifying in

essence, what presently exists as far as the interpreta

tion of the Ethics Committee has been with respect to this

question for many years.
PRESIDENT KESSLER:

Incidentally, the person who

asked the first question that you answered just came into

the room, so if he has any questions about his question
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being answered, we will have to explain that.
Another one for you, Tom:
plans to increase the

tice?

"Are there any

Institute’s surveillance of prac

If so, what are they?”

MR. FLYNN:

Well, we don’t have any present

plans for further increasing the surveillance of practice.
At the present time it’s the policy of the committee to
follow up on any and all leads it receives.

That is, we

look at newspapers, we get newspaper clippings, magazine
articles, any source that might lead the committee to be

lieve there was a potential or possible violation of the
Code, we follow up.
We do not need a formal complaint, in ef

fect, to follow up these leads.
evidence itself.

All we need is the

In various cases when matters come to

the attention of the Ethics Division, just by simple in

quiry we may, on examination or follow-up determine that
there has been a violation and proceed to initiate a prime
facie finding.
Now, I also should say that about two years

ago the committee was substantially expanded.

We created

an Ethics Division and have much more effort by the Insti
tute in this area.

Whether it is enough is another matter,
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but it represents a substantial expansion over what it

We have now six--seven constituent com

previously was.

mittees with a good deal more authority and autonomy than

they had before.
One of these committees is the Technical

Standards Committee.

It’s clear that this committee is

going to have to step up its efforts to follow up on all
the apparent violations of technical standards.
We have followed the practice in the last

couple of years of appointing, informally, advisors to

the Technical Standards Committee to investigate findings,
We have also followed another practice of suggesting to
the president of the Institute, as you well know, Lou,
to appoint on an ad hoc basis special advisors to this
Technical Standards Committee because their work load is

significantly expanded over what it was.
We have also tried to step up our activi

ties. in working with the state societies.

Long range we

believe that there should be much more cooperation between
the state societies and the Institute in following up

these matters.

We would like to see much more of the

function initially handled by the state societies where

they have the opportunity of investigating complaints at
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their source more conveniently than the Institute.

There

is a good deal that can be done in this area.

How much more can be done is, of course,
a difficult question; we welcome any suggestions as to
how we might further the work of the Institute in this

regard.
PRESIDENT KESSLER:

We have some other questions

in here which have to do with reviews of practice units

and maybe we will come back to this in a little bit more
detail.

MR. FLYNN:

Can I just add one further comment

that I think might well be of interest to the Council
here.
Within the last few weeks I believe a de
cision was taken that might well step up the number of

items that the Technical Standards Committee will have to

consider.
In the past it's been the policy, again as

I understand it, for the Research Division of the Insti

tute, when they came across apparent violations or sub
standard work, to refer these matters to the Practice
Review Committee.

In the last few weeks I believe the

decision has been taken that some of these apparent viola

tions where, in the opinion of the Research group there
have been clear-cut violations, they will refer them

directly to the Ethics Committee for its follow-up which
has not been the practice before and, of course, there

may well be many more cases than we have had in the past.

PRESIDENT KESSLER:

One final question, and you

may want to duck this one to Wally Olson.

I think it has

been answered in effect, but it gives me an opportunity
to keep the heat on, and that is the status of the full

scale revision of the Institute’s Code of Professional
Ethics.

In other words, will the Council in the relative

near future be receiving a draft of the full restate
ment?
MR. FLYNN:

If Wally’s in the room, I would

certainly like to have him take that.

His committee, may I say, has been working
extremely hard-PRESIDENT KESSLER:

I am very aware of that.

Every time I try to get hold of Wally he’s at a meeting

of his committee.
MR. FLYNN:

Yeah, it’s a hell of a big Job.

PRESIDENT KESSLER:

Thank you, Tom.

Okay, Wally.
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MR. WALLACE E. OLSON:

We have a time table

which calls for a meeting in mid-June, a joint meeting

with the Executive group of the Ethics Division.

After

that we hope that we will be able to meet with the Board
of Directors at their July meeting.

We hope to give you a report here at Council

in September just before the annual meeting.

And immedi

ately thereafter we expect to send out an exposure draft
of the restated Code as it is in edited stage at that

point.

We expect probably by the 1st of December
that we will have replies back on that exposure draft.

We will then go back to redrafting based on any comments
that we have received up to that point.

Then we expect early in 1971, in February
and March, to go back through the Executive group of the
Ethics Division and back through the Board of Directors.

If we are successful in sticking to that time table then
we would expect that by a year from now at the Spring
Meeting of Council we would be ready with a resolution
and have it then exposed to the membership and considered

at the annual meeting and put up for vote so that by the
end of 1971 we should have a vote on it.
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PRESIDENT KESSLER:

Thank you very much.

As a matter of fact, that is the fastest
In other words, if you see a copy

possible time table.

of this before the fall meeting of Council and then if

you have it back for action at the spring meeting, that’s
the fastest that it can possibly be done.

You know, if I am on the frequency with

Mission Control up there and I am going to have to be up
here for an hour and a half, I could do without this spot

light; I don’t think the people in the audience would care.
Am I communicating with you up there in

Mission Control?

No?

I could do without the spotlight.
No answer.

I have got their attention now.
without this spotlight.

I can do

I can see the people better with

out it, and I don’t think they care about seeing me.
Anyway, we’ll see what happens.

A VOICE:

(Laughter)

Move over there.

PRESIDENT KESSLER:

Move over there.

Well, I’m

going to reserve that for some people that are sitting
close.

As a matter of fact, John, you have been sitting

there so long why don’t you go to that other microphone and
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tell us something about whether the character of the
Institute is changing.

It says here:

"The pre-meeting

report defines the character of the Institute as it now
exists.

Is that character changing?

"All we hear about is change.”

I’m not sure

that I understand the question; I hope John does.

MR. JOHN LAWLER:

PRESIDENT KESSLER:

Well, that's a tall order.
John, that podium will go up,

you know; press the button in the middle.
MR. LAWLER:

You can almost disappear up here.

(Laughter)
That's a tall order, calling for the skills

of a soothsayer, I think, as well as some shrewd analytical
ability.

Let me make a few observations, though,

without attempting to explore them in any great detail,
or their implications.
First of all what is probably, even though

it's early in 1970, the most obvious statement of the year

and that's that the Institute is certain to grow larger.

The membership now exceeds 72,000; may well be approaching

100,000 by 1975; it could be close to a quarter of a
million by the turn of the century.

This, in many ways,

._______________________________ _ ________
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is a cheerful prospect, endowing the profession with the
strength of numbers, but it has some serious drawbacks,

too.
For the expansion in size will certainly

compound our existing difficulties in communicating with

our members, communicating effectively; in maintaining an
organization which keeps attuned to the needs and desires

of its members retaining a sense of personal involvement
in the organization.

Hence, I think it will become in

creasingly urgent to devise an organization structure

which will enable members to participate in the Institute
enough to identify with it, yet a structure which doesn’t
preclude sound and timely decisions on questions that can’t

long be deferred.

I suppose this may be regarded as a rather
oblique endorsement of the old Sections proposal.
you do, Jack?

How do

(Laughter)

PRESIDENT KESSLER:

MR. LAWLER:

Is that spelled s-e-x-s-h-u-n?

Right.

PRESIDENT KESSLER:

"Sexshun,” according to Mr.

Seidman.
MR. LAWLER:

But it is not intended to be one,

actually, so I wouldn’t preclude the Sections approach.
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There may be other ways of meeting the
challenge of size, including a far greater reliance upon
state societies as a means of providing opportunity for

personal involvement in the work of the Institute or the
profession.
There is another trend I think needs to be
emphasized; that’s the growing concentration of effort on

the part of the Institute in the technical area, in the

effort to establish technical standards.

These are vital

responsibilities that can’t be ignored and there seems
little likelihood that others will relieve the Institute

of this obligation.

And as more of our energies, more of

our resources are directed to the technical issues of sub
stance the character of the Institute, I think, is going
to change, or at least be modified.

It will become more

a rule-making body, more a research-oriented organization,
and less of a fraternal body seeking to respond to the

individual interests and requirements of members.
This shift, I think, in emphasis is in

evitable, but I don’t think we can really relax and enjoy
it.

I believe that it is absolutely essential to keep in

mind that the Institute exists to serve and it’s not an
end in itself.
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If the future demands more and more of the

organization’s attention to be devoted to technical issues-and I think it will--then it is imperative to find some

other ways of providing outlets for the energies of our

members, of offering opportunities for personal contact,
of advancing the first objective of the Institute as set
forth in its Bylaws, to unit the accounting profession.

This, too, I think suggests that the state

societies will have a far greater role to play in the
future and that the relationship between the Institute
and the state societies will need to be further clarified,
further strengthened.

PRESIDENT KESSLER:

Even with common member

ship--

MR. LAWLER:

Possibly.

PRESIDENT KESSLER:
MR. LAWLER:

--hopefully.

Finally, it’s abundantly clear that

the membership of the Institute is demanding--and there
is even a touch of impatience in the demand that the
organization do more and do it faster in a host of areas.

This will require a greater contribution of time from
members; it will involve the assembly of a larger competent

staff of gifted people; it will entail additional
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financial resources over and above those provided by a
growing membership.

How much will be needed?

What priorities

should be established, since choices will be inevitable,

even if the Institute’s funds are greatly augmented.
And how are the funds to be earned, or how are they to be
collected ?

These are questions, I think, which the
policy making bodies of the Institute will have to resolve

in the near future if the long future of the profession
is to be bright.
And as you will recall, responding to the
report of the Structure Committee of four years ago, this

Council committed the Institute to seek to become a dis

tinguished organization.

Obviously that isn’t just going

to happen, it’s got to be worked at and that will demand

a good deal of a lot of us.

But above all, it will re

quire a whole set of new attitudes, I think, a willingness

to conduct open-minded inquiries into new concepts, new
approaches; a refusal to be a prisoner of the past, how
ever noble, however distinguished that past; a zest for
experimentation; a boldness in striving to make things as

they should be, not just to preserve them as they are.
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And I hasten to add that these admonitions
apply to the staff as well as to you in the audience.

In summary then I believe the character of
the Institute is changing in a number of significant ways

reflecting the changing nature of practice itself.

That

process of change requires the Institute itself to change
much more rapidly, which calls for a hospitality to new

ideas, eagerness to explore new frontiers.
That future, it seems to me, ought to

provide enough excitement for all of us.
Thank you.

PRESIDENT KESSLER:

Thank you very much, John.

I might say that we are going to hear again

from John on "The Divided House Revisited.”

That is the

last item on the program and it is put there to urge all

of you to stay until this meeting adjourns.

Now, we recognize that some of you have

plane schedules in the mid-afternoon.

We have moved the

coffee break to 10:30, and then after the coffee break
we hope to be able to complete the items in your printed
program in time to adjourn by perhaps, 12:30.

We are

going to try to shoot for that.
Now, Len, you might get to the mike because
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there are three or four here for you.

It says:

”We are all indebted to the APB

for its tremendous effort.

However, despite the care

ful wording of APB Opinions, imaginative investment

bankers and accountants continue to find ways to circum
vent the intentions of the Board.

Is there any reason

why the APB cannot establish a current accounting group

to provide guidance on accounting problems as they develop

before bad practice becomes imbedded?

Doing it through

the press is not a very professional process.”

MR. LEONARD M. SAVOIE:

Well, that's a very

interesting commentary.
As far as providing a group to head off
problems like that, I don't know that this is a very

likely prospect.

After all, we find out about who has

circumvented what when we see the annual report, not
before.

I really doubt if any of the large firms are

going to be coming to the Institute's Technical Informa
tion Service for advice on how to do what they know prob
ably better than we at the Institute do.

I am concerned, however, about the seeming
disregard for our own pronouncements.

Things aren't as

bad as they seem to some outside observers, probably
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because of the looseness that remains in some of our
pronouncements.

But, nevertheless, I am getting an in

creasing number, it seems, of annual reports which are

furnished by the Financial Analysts Federation whenever
they think they are substandard.

On looking at them I find a variety of
things applicable.

Sometimes the analysts just don’t

understand the judgments that are involved and try to

apply their second guessing when they don’t have all the
facts.

And I am sure in many cases simply the companies

and their auditors don’t really describe things in a way

that makes the situation clear to laymen.
But notwithstanding that, a good many of

the cases that are coming to my attention look to me as
if they are substandard reporting and in some cases,

outright violations of our technical standards.

That’s

why we are beginning to furnish the Technical Standards

Committee of the Ethics Division some annual reports.

A certain cynicism has developed in in
formed quarters that the Institute really isn’t interested

in enforcing its own pronouncements, that there has never
been on record any disciplinary action against a major
firm and that discipline is only for the smaller ones.
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I think we are going to have some interesting test cases
to find out if our latitude of judgment is still so wide
that some of these things that are going on can slip

through, or if not, will we have any effective enforce

ment?
As far as heading off in advance, I think

the best way to do that is to have it known that there
will be a very strong surveillance and there will be
further attention given in advance before publication of

issues.

Now as far as arguing these things in the

press or having them in the press, if a newspaper writer
sees something that he thinks is not good he is going to
write about it and the deed is done already and there
isn’t much we can do to head that off.

PRESIDENT KESSLER:

Len, there is another ques

“The looseleaf service for APB Opinions is

tion here:

good and it is a help to members.

Is there any thought

being given to providing a similar service for other
Institute pronouncements; for example, Auditing, Ethics,
and so on?”
MR. SAVOIE:

of thought to that.

Yes, we have devoted a good deal
I think it is something that we
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should do that would be welcomed by the members.

I am more concerned with what I perceive
to be an earlier need and that is to work into the loose

leaf service the unofficial interpretations which we have

started and which has been much slower in coming than I
had hoped.

I believe it would be highly useful if we

could have those readily available on a timely basis with

a coordinated indexing system to the APB Opinions.
If we can accomplish that within the next

year then we might go on to think about the additional
services that could be provided by having our other pro

nouncements available in that form.

It's a matter, I

guess, of manpower and setting priorities.
PRESIDENT KESSLER:

Here's one that is somewhat

related to an editorial in the paper this morning:

"in

vestors will be basing their decisions upon divisional
reports of conglomerates.

How soon can the APB turn to

the issue of whether such reports should be audited?"

This has to do with components and either
you or Lee Layton can speak to that.

How soon, in other words, are we going to
get something out on whether or not the components should

be audited?
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MR. SAVOIE:

Well, Lee, you can check me on

this, or if you want to respond, you may.
The APB has had a subcommittee appointed

on this subject.

For a long time it was relatively inac

tive until after the F.E.I. Issued its report and, of
course, then following that we waited to observe practice,
and then the S.E.C. came out with their requirement.

Now, however, this committee is working,
it is actively involved in trying to develop a workable
plan for making some sort of divided, segmented reporting

required.

It seems rather inconsistent that we can have

the business community demanding this sort of thing, the
S.E.C. requiring this financial breakdown in some other

part of the S.E.C. reports than financial statements, and
yet we can disregard it as being necessary for a fair

presentation.

So I think the sympathy seems to be in

favor of doing something.

And here, again, it is a matter

of determining just what is workable; whether the Insti

tute, whether the Accounting Principles Board can accept
anything as loose as what the S.E.C. requirement is with

out providing guidance this, I think, is the big question.

And if it’s hard to develop criteria for what kind of
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information to put in and how you determine it, we may
have a long time in reaching a workable pronouncement.
But the intent is to move ahead with it and-- I have for

gotten our timetable, Lee; do you recall?
MR. LEROY LAYTON:

The feeling generally is

that some sort of supplemental information by industry
segments is inevitable.

It is a matter of how to present

it.

Timing:

We would hope this year to come

up with at least a point outline and some preliminary

thinking.

The target date is an Opinion next year, but

this is in the laps of the gods like almost all other
projects that we get into.
But there is a feeling that this is in

evitable on some sort of a supplementary basis.
MR. SAVOIE:

Actually it is in the hands of Don

Bevis who is Chairman of that APB committee.

PRESIDENT KESSLER:

Here is one that says:

”I

understand that one or more firms have developed policies

to discourage the clients of other firms from ‘shopping
for accounting principles.’

Could such policies become

the subject of an Institute pronouncement?”
MR. SAVOIE:

That’s a very interesting
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observation.

I think it possibly could.

In a way this is

sort of an Ethics matter and it would, I think, be in

order for the Ethics Division to consider specifically
what guidance might be provided to firms when they are
approached by the client of another firm.

Many of the firms have policies which re
quire contact and full explanation as to any technical
reasons why the other firm may be displaced.

Perhaps we

do need an Ethics Code revision to that effect.
It would seem to me that most firms would

want to know, just as a matter of discharging their own
professional responsibilities, if there is any disagreement

on technical matters between the old auditors and the

client.

And should there be, I would think that it would

be cause for very careful reconsideration.

Now, this does not mean that we would have
to--everyone would automatically reject the opportunity

to have a new client because of a disagreement on techni
cal matters.

As long as we do have a large element of

judgment there will be legitimate disagreement.

But on

the other hand there can be a lot of open and shut cases
where somebody is just going out to see what he can get

away with.
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PRESIDENT KESSLER:

All right, one more:

Seaview Symposium seemed to be quite a success.

"The

Are

there any plans for a repeat or similar conference in the

future ?”
MR. SAVOIE:

Yes, Lou, the steering group that

worked up that conference which most people think was
quite useful has continued to meet every two or three

months to talk about what to do for an encore since the

overwhelming consensus of the group was that this kind of
contact among various organizations was worthwhile, was
constructive.

The four groups were the Financial Execu

tives Institute, the Financial Analysts Federation,
Robert Morris Associates, and the American Institute.

We

did, as all of you I am sure are aware, publish the Pro

ceedings of that meeting and I think that has been a most

helpful publication, and plans are afoot now for putting

out a format of a type of meeting that could be held in

cities all over the country between Chapters of these

various organizations and our state societies, to have
interested groups get together, exchange information on
the same general lines of responsibilities for corporate

financial reporting.
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But more specifically, and very recently,
our steering group has pretty well decided that another

such meeting in about a year or a year and a half would

We think we have found a suitable variation

be useful.

of the subject matter--in fact, in a way, quite a dif

ferent topic--that is worthy of developing a full program
on.

And this conference if it proceeds, as I think it

will, would be devoted to business ethics and would examine
in considerable detail the ethical responsibilities for

corporate and financial reporting.

And what I like

especially about it is, not only our ethics, but those

of the financial executives with whom we deal, the security
analysts who sometimes use very loosely the information
presented to them, and so on; the whole area of responsi

bilities for business ethics on the part of all these

groups.
PRESIDENT KESSLER:

Thank you very much.

I have a question now--two questions that
are somewhat related.

In one the person asked to be

recognized, and in the other one they did not wish to be

recognized.

This has to do with the concept of review
teams on a regional basis to review practice of local
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practitioners; and the related question has to do with a

P.D. course on management accounting practice and what
programs does the Institute have to further implement the
programs such as inspections by qualified inspectors with
experience.

The person who asked to be recognized is
Len Rapoport.
MR. LEONARD A. RAPOPORT:

Thank you, Lou.

I am

Len Rapoport of Minnesota.

I have been asked by the many small and
medium-sized firms in our state to see if it is possible
to determine some means, in local firms, whether standards,
of field work audit in reporting are being maintained.

This is a practice, of course, that most
of the larger firms have of rotating and having teams go

from one office to another and go through the workpaper
files and determine whether the standards are being main

tained .
We feel that if we had a practice review

team within the local area that it would be undesirable,
since there is a feeling among the members that one should

not have his competition looking over his shoulder.

So

they feel that perhaps review teams might be available on
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a regional basis and that these might come into a firm

on a per diem basis, perhaps, and look over the files,

look over the audit programs, seeing the reporting standards
and all of the other items to see that a firm is keeping

up with their practice.
Perhaps people in Minnesota might go to

other states, or people in other states would come into
Minnesota to do this sort of thing.

But this, of course,

could be done all through the Institute.

We feel that under the Institute’s sponsor
ship of this type of a program that standards of practice

could be lifted considerably.
PRESIDENT KESSLER:

One advantage of my position

is that I do not have to respond to these questions, I
simply have to parry them and toss them to somebody else.
Joe Fritzmeier, would you like to speak

to that?
MR. JOSEPH FRITZMEIER:

At the Council meeting

just prior to the Washington Annual Meeting the Planning

Committee presented a paper on the quality review of in
dependent audits which I think addresses itself to this
topic which Mr. Rapoport has brought up.

Subsequent to that, the Board of Directors
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approved in concept this plan and suggested that it be
implemented on a pilot basis.

Since that approval on a

pilot basis we have not, at the Institute, been able to

staff it up, to get someone to coordinate it, but the
plan would be that just such a service of review of the
independent audit activity within CPA firms, probably the

smaller CPA firms, would be conducted on a coordinated

basis out of the Institute office.
Now this does not mean that the Institute
would have on its staff the people that would actually do
the review in each case, but would have the coordinating

responsibility and would use retired partners possibly;

current practitioners from a geographic area different
from the CPA firm that they were reviewing; and possibly
some academicians who would have the background and have

the interest in this.

It would be done on a fee basis;

it would be completely confidential; it would be some

thing like the Practice Review in that there would be no

disciplinary action as a result of anything that was found

as a part of this review; it would be educational in try
ing to raise the standards.

Since having some responsibility for the
Technical Services Division as of the beginning of this
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year, we have pursued the possibility of getting someone
to start this activity.

I have talked to a couple of

people, we have not reached a solution yet, but we do have
it high on our priority of things so that we hope that we
can get this pilot program started.

PRESIDENT KESSLER:

All right, while you’re

there, Joe, here is a question:

"Learned a few months

ago that the Institute has suspended the operation of its
Technical Information Service.

practitioners.

This has been helpful to

Has this been reactivated?"

MR. FRITZMEIER:

Yes, it has.

Lou refers to our Technical Information

Service which is a service in which we try to answer mem

bers’ questions relating to accounting and auditing mat
ters.

In August of ’69 the man who handled this

activity resigned from the staff.

For a period of time

we responded to those who made inquiry by pointing out
that we were in a staff situation which did not allow

time to answer each one of these questions in detail and

we suggested that we would have to wait until such time

as we had someone to handle it.
In mid-December we made a change in staff
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assignments.

Mr. Woolsey Carmalt who had been Editor

of Accounting Trends and Techniques was appointed as

Manager of Technical Information Services and started to
answer questions currently and to make some headway on

the backlog of questions we have accumulated during this
interval of time.

During the four and one-half months since

he has been involved in it, I think he has answered, both
by telephone and letter--and we try to get the people to

follow up with a letter so that we have something in our
file regarding the inquiry--he has answered something
like 700 inquiries in approximately four months.

PRESIDENT KESSLER:
is here.

I don’t believe John Shuman

Joe, could you speak to this question:

"How is

the Institute’s Liability Insurance Program coming along?”
MR. FRITZMEIER:

At each of our recent meetings

of the Accountants’ Legal Liability Committee we have had
representatives of the underwriters and the brokers who

are associated with the Institute’s Legal Liability

Program.

The most recent meeting, which was held

earlier this year, they reported that as far as the basic
coverage was concerned, the basic program, they had
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written some 700 plus policies generating a total premium

of something just over $220,000.

As far as the access program was concerned,

they reported that they had written just over--or approxi
mately 225 policies generating premiums of just over
$60,000.

Both representatives of the underwriters

and the brokers expressed some disappointment in the level
of participation at this point and indicated that to
really have a long term successful program they would have

to have more premiums than have been written thus far.
Even though they expressed some disappoint
ment at the level of participation at this point--maybe

they were just typical of the insurance industry, I don’t
know--they did indicate that they were optimistic about
the success of the program.

This program, as you may be aware, is
applicable only to those firms with 50 or fewer technical

staff.

There seems to be quite a void and a big problem

for those firms with 50 or more staff, up until you get

into some larger category where there is some individual

negotiation with the underwriter.
They are working on a plan which might be

271

available to those firms that fit this size of operation.
They suggested, however, for this program to be success
ful they would have to have in advance a fairly good com
mitment that a large percentage of the eligible firms

would be willing to participate.
As a result of this, John Shuman, some
members of the staff of the committee formulated a ques

tionnaire which they are going to be sending out to firms
that fit in this size category to try to determine the

interest that there might be for such a program.

As you may be aware, insurance in this

area is hard to find and when you do find it, the insurance
rates have gone up considerably.

And, of course, at least

the indication was that the rates for this program would

be considerably higher than those that exist for the
programs that are already available.

But we hope that you will respond one way
or the other in terms of interest if you happen to be
those that are contacted to see whether or not this other
program for the larger firms might be a go situation.
PRESIDENT KESSLER:

Thank you very much, Joe.

I have a question here for Dave Isbell:
”To what extent does the dicta of Continental Vending
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apply to qualified and/or restricted audits?”

MR. DAVID B. ISBELL:

Let me rephrase the ques

tion to put it in a way that I believe I completely under

stand it.
The first half of it, I take it, raises
the question of what the accountant’s responsibilities

would be under the Continental Vending case if his opinion

was qualified.
Now if the opinion was qualified with

respect to the collectibility of the receivable, assuming

that it could be so qualified, I should think none of the

implications of the case with regard to exposure to
That is, the reader of the opinion

liability would apply.

would have been put on adequate notice by means other than

disclosure, but nonetheless, adequate notice of the pos
sibility that there were problems with regard to the

receivable.

And the accountant would not be taking re

sponsibility for that aspect of the financials.
Is that a correct reading of that portion
of the question?

I ask that of the proponent of the

question.

A VOICE:

Yes.

MR. ISBELL:

All right.
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---------- ;------ -------------------------------------Now, to take the other half, first to a

restricted audit.

I take it that what is meant here is

circumstances where the auditor did not perform a full

audit and therefore could not issue an opinion at all.

The result of that would be, I suppose, either a dis
claimer of opinion, or else circumstances in which it

would be necessary for the financial statements to be
marked ’’Unaudited" and to be accompanied by a disclaimer
of opinion in accordance with Statement 38.

under those circumstances also, it seems
to me that the accountant would have none of the responsi
bilities implied by Continental Vending and none of the

rulings of that case would be applicable.

There is this

aspect of that situation that ought to be kept in mind:

Under Statement 38 the accountant may not be associated

with the financial statements, even though they are marked
"Unaudited,” and even though his disclaimer accompanies
them if he knows that the statements do not fairly present

the financial position in accordance with generally ac
cepted accounting principles, including all disclosures

necessary.
You could theoretically have a situation

comparable to that in Continental Vending, raising the
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question whether the disclosures were adequate.

You

could theoretically have the same question of whether the

standards applicable for deciding whether the disclosures

are adequate are those of the profession or those of the

layman.
It seems to me quite clear that in those
circumstances the professional standards would apply and

not lay standards.

Because there you have a situation

where the necessity of disclosure is purely imposed by
the standards of the profession.
Now is that-- I have taken that question

and sort of interpreted it to put into the grooves of a
legal mind.
Have I adequately responded to the ques

tions ?

PRESIDENT KESSLER:

I think it is very refresh

ing to hear our legal counsel discuss qualified opinions,

disclaimers, Statement 38.

He probably knows Statement

38 better than the average of the people in this room.
Thank you very much, Dave.

Is Mr. Douglas C. Heaven in the room?

He

would like to be recognized.
It has to do with "--an expression of the
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Board of Governors of the Connecticut Society of CPAs
relative to the distribution of professional development

seminar materials directly to firms,” so Waldo Sowell

might as well get on his feet.
MR. DOUGLAS C. HEAVEN:

The Board of Governors

of the Connecticut Society of Certified Public Accountants

expressed some concern to me concerning the program,

professional program, of the Institute in distributing
professional development information directly to firms.

I think their concern originates from the

possibility of reducing the effectiveness of the state
society development programs conducted by the state
society at their own level.

I would like to read a short statement

from the Board of Governors of the Connecticut Society
relative to this matter (reading):
”The Board of Governors of the Connecticut

Society of CPAs does not approve of the present dis
tribution policy of the professional development

seminar materials directly to firms.

It is under

stood that a vote of Executive Directors and Profes

sional Development Chairmen held in New York in
March granted that the present policy be continued
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It should also be

for two years and re-evaluated.

noted for the record that a prior vote showed a

large majority of those present at the meeting in
opposition to this policy.

"While we might find it difficult at this

time to reverse the American Institute’s decision,
we wish to be on record as opposed to the policy and
further request that the criteria for the distribu

tion of seminar materials other than to state socie
ties be clearly stated as to cost of materials, the
minimum number of registrants required, and any other

pertinent factors that will be used in determining

whether such distribution is warranted."

Thank you, Mr. President.

PRESIDENT KESSLER:

Thank you.

MR. A. WALDO SOWELL, JR.:

Lou, I think maybe

what I might say just by way of comment.

This policy that we are talking about has
been in effect since 1967.

We talked about it a little

bit at Council meeting in Los Angeles.

It has been re-examined by the Board of

Managers at the meeting in February and it has been re
affirmed.

The gentleman referred to the meeting in New
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York in March, and this was a national P.D. meeting to
which all state society exec’s and professional develop

ment chairmen were invited, and we had some 42 people
there.
We got into a lengthy discussion of this

particular proposition, and when the question was posed

to get a feeling of the group it was, one, should we re

verse the policy; two, should it stay as it is; or three,
should we continue to try it for a period of two years

and look toward re-examination at the end of that time,
the vote was a substantial majority in favor of the last

proposition, which was to continue to try it for a period

of three years at the end of which time we would re
examine it.
One of the things that comes out of this,
of course, the great concern is really a monetary concern

as to whether or not the action of the Board of Managers

is undercutting the state societies.

And, of course, this

is the last thing in the world that we would want to do,

that we would think of doing, and if any policy--well, we
wouldn’t undertake a policy that we felt would have this
sort of effect.

We had some figures in New York which cited
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the amount of participation, that is, the number of sales
directly to firms and it was a very small amount.

And

somebody said, when we read the figures at that time,

said, "Well, what are we even talking about the thing
for?”

This was a state society exec that commented this

way.

So we will continue to consider the policy,
to look at it carefully.

We are committed to this group

that had the meeting in March, for the Board of Managers
to meet with them two years from this past March, and on
the basis of the results, reconsider and determine where

we should go from there.
This is the way it stands at the present

time.
PRESIDENT KESSLER:

At one point I think you

inadvertently said three years; two years from last March
is the time for another look-see.
MR. SOWELL:

That’s right; and we will do that.

PRESIDENT KESSLER:

All right.

Thank you very

much.
While you are on your feet, Waldo, someone
says he has heard the Institute is considering the estab

lishing of regional centers for the P.D. programs.

Could
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you comment on that?
MR. SOWELL:

I think probably the proposition

of regional training centers has been discussed or talked

about, at least informally, from the early days of the
Professional Development project.

In the last--I guess

last year--the Board of Managers has been thinking about
it more seriously, probably for two reasons:

one is our

level of participation and progress in the project is up

to a point where--I guess this will be the third year-we will have over 20,000 registrations.

And then we have this thing that has come
up, the proposition of compulsory continuing education.

At the present time it is by action on the part of the
states.

PRESIDENT KESSLER:

The State of Iowa, for

example.
MR. SOWELL:

The State of Iowa, and I think

Colorado has now enacted legislation in this respect--

haven’t they--

(There was an inaudible comment

from the floor.)
MR. SOWELL:

All right, but Iowa has this.

And,

of course, we have the special committee that is studying
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the project.

Well, with this before us, the Board has

felt that we should begin to study very seriously the

proposition of regional training centers.

At our last

meeting which was in February we went into this at some

length and concluded that we would do what amounts to, I
suppose, a feasibility study.

And our next meeting in

June is going to be devoted entirely to the proposition
of the feasibility of regional training centers, and if

they are feasible from our standpoint, what form it might
take, and this sort of thing.

I might comment on a couple sort of guide
lines that we have developed so that Council and the

states would understand at least what the present think
ing is, and I will emphasize that this is purely tentative,
no conclusions have been reached so far.
We are talking about a specific type of

facility designed for educational purposes, continuing
educational purposes.

It would, in all probability, be

adjacent to a hotel or motel facility where there would

be living accommodations; that if we get into this, in
all probability the Institute should control and operate

one.

And it would seem to be the likely thing that the
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Professional Development Division of the Institute, with
everything it has going on, should be physically located

in such a facility.

We would not change the present plans and

programs insofar as working through the state societies.
There would be no change in that.

The Professional

Development Division would continue to prepare course
materials of seminars, workshops and so on as they have
in the past.

Again, we would not want, under any circum

stance, to undercut the state society programs.
So that is the thinking at this stage and,
again, I will emphasize, this is thinking and planning for

study; there is no commitment.

Before we could get into

this we would at least have to come back to the Board of
Directors because we would be talking about a lease com
mitment and this sort of thing.

This is where we are now.
PRESIDENT KESSLER:

Thank you very much.

There is a question from the floor.

MR. MURRAY R. GLASS:

I'm Murray Glass.

I am

President of the Connecticut Society of CPAs and would
like to further amplify the resolution that our Board of
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Governors passed at its recent Board meeting.

Our consideration for our professional

development program, Mr. Chairman, is not financial; we
do not make money on our professional development programs.

The attendance at our seminars ranges anywhere from 8 to
maybe 15 or 20, sometimes less, depending upon the subject.

We recently have had to cancel two professional develop
ment programs because of lack of attendance.
We are very much concerned that this policy
of the direct sale of course materials will further de
tract from the attendance of our seminars and could very

well result in the demise of our professional development
program.

This is our problem, Mr. Chairman.

PRESIDENT KESSLER:

Do you have any statistics

on how much there is in the way of sale within the State
of Connecticut to firms on the part of the...
MR. GLASS:

No, sir, we do not.

And I would

like to make one further point.
Many of the individual practitioners feel

that by taking away from the attendance those of larger

firms, the courses could result in rather a meaningless

discussion because there would be nobody in attendance
that has exposure beyond their own limited experience.
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MR. SOWELL:

May I comment just a moment?

PRESIDENT KESSLER:
MR. SOWELL:

Yes, please.

We understand what the gentleman

has said and we have heard this before; we have heard the

opposite proposition that, for example, participation on
the part of the national firm where you have got the pre
dominately local firm group is better without the national

firm participation.
So we have tried to consider all these
things.

I think that from the standpoint of statis
tics that probably there have been no sales to firms in

Connecticut, so I am not sure that this has had a direct
bearing on the participation in Connecticut.

I have the statement of policy that relates
to this distribution here.

It is one page, and I would be

glad to read it if you would like for me to.

There are

specific guidelines in it; there are limitations on num
bers that must be in attendance.

PRESIDENT KESSLER:

that statement read?

How many would like to hear

Raise your hands?

(There was a show of hands.)

PRESIDENT KESSLER:

That’s enough to justify
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reading it.
MR. SOWELL:

(Reading):

"In the light of the

questions arising relative to the distribution of
professional development material, the Board of
Managers of the Professional Development Division
have issued the following release to clarify its

position:
"The Board’s policy is to encourage the
widest development and use of professional develop

ment material by the profession.

It is the inten

tion of the Board that the principal distribution of
Institute professional development materials shall

be in cooperation with state societies.

However, in

recognition of varying educational needs and local

conditions, Institute professional development mate

rials may be distributed directly to a firm or to a
formal group of firms under the following guidelines
”1.

Participants’ manuals for courses,

seminars, training programs, and lecture pro
grams are not designed for self-study and will

not be used for this purpose.

Effective group

education requires participant interaction and
this requirement varies with the nature of the
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program.

Consequently, a minimum number of

participants is specified for each program.”

And the minimum number, for courses in
seminars, 10; for training programs, 15; for lecture
programs, 20.

”2.

Participants’ materials are to be

distributed only to those who are in attendance

at a formal session.
”3.

Discussion leaders’ guides will not be

distributed in whole or in part to participants.

"4.

A qualified instructor or discussion

leader must be provided for each presentation.

"All Institute course materials are copy
righted by the American Institute of Certified Public

Accountants and their reproduction or duplication,
or the recording of presentations based on these

materials is strictly prohibited without the written
consent of the American Institute of Certified

Public Accountants.

All presentations are, of course,

subject to policies governing the use of course

materials, a copy of which appears in each partici
pant’s manual.”
This is the policy statement.
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PRESIDENT KESSLER:

All right.

Thank you very

much.

I think we will have to move on.
Bernie Barnett asked to be recognized, and
the question relates to taxes.

respond?

All right, you are.

Is Bill Barnes here to
You can fight over that

same microphone.
MR. BERNARD BARNETT:

Thank you, Lou.

I would like to express myself to the
exposure draft which is currently out for exposure on the

responsibilities in tax practice statement dealing with
the knowledge of error at an administrative proceeding
before the Internal Revenue Service.

I think yesterday Bill Barnes gave an
excellent talk on one view of the matter.

I think, as is

true in most things in life, there are two sides to every
question.

With your indulgence I would just like to, for

a few moments, go into the other side.

I think that it’s truthful to state that
the opposition

which has been evident in the last few

years to this particular statement is really and sincerely

not based on a feeling that there should not be higher
standards of ethics in tax practice but, rather, the
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approach that is being used.

And I think in order to

explain to many of you who have not looked into this at
least, to give you some better understanding, I have to

use an example.

Let’s take the instance of a CPA who is
hired by his client to represent him before a hearing of

the Appellate Division of the Internal Revenue Service.
He did not prepare the income tax in question, let’s say,

and the hearing is only on the question of the valuation

of inventory.
However, being a dutiful CPA, he reviews

the workpapers before the examination and discovers an
inadvertent error--and we are only talking of inadvertent

errors, we are not talking of fraud, remember--in the
deductibility of travel and entertainment expenses.

Now, what is his posture?

According to the

exposure draft he must first request his client’s permis
sion to divulge this information on travel and entertain
ing expenses to the conferee, to the Internal Revenue

agent in the Appellate Division.
Failing to get the agreement of his client,

the statement says "The preferred practice is that the
CPA withdraw from the engagement.”
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Now, the wording of this exposure draft is

very similar to the wording of the ballot draft that
Bill Barnes referred to yesterday which did not get the
necessary two-thirds vote of approval.

That ballot draft

which went out in September, 1968 to all of the members
of the Federal Tax Division, then called the Committee,

under the existing procedures under which before a formal

statement on responsibilities in tax practice could be

issued, had to receive approval of two-thirds of the en
tire Division.

That has been changed.

But, in any event, more than--Bill said
yesterday roughly the vote was 4-to-3 in favor; certainly

less than the two-thirds required.
The persons in the Division who voted

against it were asked to explain why, and 92 per cent of
those who did referred to this withdrawal concept.
Now Bill, yesterday, went into the other
professions, because I think it is important we all recog

nize this is an area of joint practice.
in the area of tax practice.

We are not alone

There are the attorneys,

there are the public accountants, there are other enrolled

agents.

We will find, I think, that the conduct of all

professionals before the Internal Revenue Service is
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governed by Treasury Department Circular No. 230.

Now, some of you may have gotten the im

pression yesterday that the CPA is far behind the others.
Once again, I think it depends on which end of the tele

scope you look at.

If you take the Bar, for example, the

opinion of the Ethics Committee 314 which Bill referred to

yesterday, you will find statements in there to the effect
that the lawyer acts as an advocate in adversary proceed
ings and is under no obligation to help the government in
its case.

The article by Martin Colley in The Tax
Lawyer to which Bill referred I think covers this point

very clearly.

I have it here, I quote, he just says what

happens when he discovers, the lawyer discovers an error

which the Internal Revenue Agent didn’t pick up and which
is not on the agenda.

And he says, ’’But should the lawyer

advise his client to inform the Service voluntarily of
all the material facts of the client’s situation as to an

issue already in controversy or of collateral facts that
may lead to another issue the outcome of which would be

in doubt, and is the lawyer under a duty to withdraw from
the matter if the client refuses to make such disclosure?

"Most lawyers instinctively have a negative
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answer to both questions.

The obligation of candor and

fairness should not require the lawyer to go this far in
helping the Service establish its case.”
As far as the Chartered accountants are

concerned, I think we all know that the relationship of a

Chartered accountant in Canada and in the United Kingdom
is completely different than the relationship of the CPA
in tax practice here in the United States.

For example, in Canada attached to the
income tax return of corporations must be the audited

financial statement submitted by the auditor.

Now I think

if you look over the entire field you will see that the

CPA is far ahead of the others.

Now, just to conclude, let me take a quick

look at the exposure draft.
As was indicated previously the ballot

draft which failed of adoption, this was 19 months ago;

in the interim we now have a new exposure draft.

Last

night I took the two drafts and I compared one with the

other.

For example, taking the statement which is II,

the statement of position of the Institute, I tracked it

word for word and, honestly, I could find no substantive
difference; they appear to be twins.

In fact, the only
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substantial change, if you want to call it that, is the

fact that instead of withdrawal under the circumstances
that I have described being “preferred practice in most
instances" as it said in the previous ballot draft, the

last three words were omitted.

So now, presumably, with

drawal is preferred practice in every instance.
I wonder whether the vote of the membership
of the Division which showed a great uneasiness at this

provision, why this was completely disregarded?
Now, in conclusion, I really am sincere in
saying that the opponents of this particular proposal
sincerely do want higher standards in tax practice.

But

as I said initially, it’s the approach with which they
differ.
This is an area of Joint practice; it’s

governed by Treasury Department Circular.

We have at

torneys, we have public accountants, we have enrolled
agents; we have no reason to feel they have less profes

sional ethics or lower professional ethics than we have.
Would it not be a preferred approach for

us, the American Institute of CPAs, to get together with
the Tax Section of the American Bar Association, with the

public accountants, and with the Treasury Department
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itself and raise the ethics of tax practice before the
Service, not for one segment, but for the entire range?

The feeling I think is, as it was expressed by the people
who voted against it previously, is that the approach
used in the exposure draft puts the CPA at a disadvantage
and requires him to adhere to a higher standard than either
required by the Treasury or by their fellow practitioners

in this area.
PRESIDENT KESSLER:

Bill?

MR. WILLIAM T. BARNES:

I don't think I should

take the time of this gathering to engage in an extended

debate with Bernie.
case yesterday.

I stated the affirmative side of the

I would simply like to mention two points
As to why a draft similar to the original

ballot draft is now being circulated by exposure, is be

cause the Responsibilities Committee which, as I pointed
out yesterday, had eight new members out of 11, felt that
it should be.

And the executive group by a vote of 6-to-3

felt that it should be.

I agree with Bernie that the ideal situa

tion would be to get the Treasury to amend Circular 230
so that it applied to all tax practitioners.

that suggestion has been made to them.

In fact,

On the other hand,
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I don’t think CPAs should wait for that day to do what

they think is right.
And I repeat what, to me, is the crucial

question here:

How can a CPA engaged in an Administrative

proceeding remain silent with respect to an error of such
magnitude that he would not have signed the return had he
known then of its existence?

PRESIDENT KESSLER:

Don’t sit down, Bill, be

cause somebody asked a question about the new 1040; it
seems a nightmare to the layman.

Designing a simple form--and the tax laws
themselves are complex--is not an easy task.

“Has the Institute been given the opportun
ity to help the Internal Revenue Service design better
forms ?"

MR. BARNES:

Annually we circularize the state

societies, we circularize all of the members of the

Division to get their views on corrections to be made and
improvements to be made in the form.

We meet annually,

and sometimes more frequently, with the Forms Committee.
The strange thing about the new 1040; it
seems to be quite satisfactory and desirable to practi

tioners; it is individual taxpayers who object to the
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format of having instructions on the back of the Schedule.
We were not given an opportunity to address

ourselves to this particular 1040, it was put through
rather fast, but normally we do.

PRESIDENT KESSLER:

Either you or Gil Simonetti,

how is the new tax magazine coming, the subscription pro

gram?

Gil, do you want to speak to that?
MR. GIL SIMONETTI:

The objective for the maga

zine for the first fiscal year ending in August was to

obtain a circulation of 12,500.

As of yesterday--that is

12,500 paid circulation--as of yesterday we had a gross

circulation of about 12,000 and a paid circulation of

7,500.

This is based on a promotion that was made in the

winter.

We will make a new promotion beginning in the

middle of this month which will double the size of the
original individuals who were circulated for promotion.

I think it is reasonable to conclude that
we will attain our objective of 12,500 paid circulation
by September 1st.

And I think it is also reasonable to

conclude that we may even exceed that because of the early

response.

From a technical and quality point of view

295

the magazine, I am naturally grateful to report, has
received a number of very favorable and laudatory state
ments, both from members of Council and other subscribers

to the magazine; lawyers and government officials.

I think this is certainly going to help us

in the right direction to continue to obtain a circulation
that is desirable, both from the point of view of impact

on the tax community, and also for budget purposes.
So at this time I hope I will be able to

report later that we have obtained our objectives.

PRESIDENT KESSLER:

Thank you very much.

Is Glen Welsch in the room?
(No response.)
PRESIDENT KESSLER:

I will pass that item.

Stu Shackney, listen to this one:

"The

Wall Street Journal criticized recently a prominent per
son by asserting that he had ’an accountant’s mentality.’"
(Laughter)

’’What are we doing to combat such an image?”

MR. STU SHACKNEY:

I would like to use this

microphone, Lou, because, by coincidence, I have some
documentary evidence here.
PRESIDENT KESSLER:

You see, we alerted some of

these people to some of these questions.
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MR. SHACKNEY:

The membership has certainly

shown a very lively and widespread interest in public

relations which is very gratifying, of course, to all of
us on the staff who work on public relations.

But we

sometimes have the same sort of uneasiness that I think

CPAs have about the public understanding of the audit
function; namely, that the public expectation of the

auditor and of an audit exceeds what an auditor can feas

ibly perform and what an audit is expected to do.
Certainly, public relations will never

prevent every unfavorable reference to any person or
organization.

We do do a great number of things to off

set this kind of reference.

I think it has to be under

stood that the kind of stereotype of the CPA which we may
find irritating or offensive because it is inaccurate in

the light of present conditions, didn't develop overnight
and the correction of it will take some time, too.
There is a tendency, also, on the part of
all of us who are intimately concerned with the profes

sion or you who are members of it, I think, to be perhaps
more conscious of the unfavorable reference than of the

positive one.

It is quite human nature, I think, to take
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praise as simply expectable because it is one’s proper due,
but to feel that any unfavorable comment is really beyond

the pale.
Among the things that we do, perhaps one

of the most successful is our seminars on financial com

munication.

These are meetings--I suppose most of you

are familiar with the pattern--meetings with the press.

The rationale of this approach is that the press is the

pipeline by which people get a great many of their impres
sions and if the pipeline itself is clogged it is going

to be difficult to reach the ultimate audience, the public.

These have been immensely successful, really, and I think
it was the eighth which was held just recently in San

Francisco.

Among the men attending was the Financial

Editor of the Dallas Morning News.

In accepting the in

vitation he wrote in and said, ”I have now made the neces
sary arrangements with my bosses to attend the meeting in
San Francisco.

I thought you folks might like to be fore

warned that I have some serious and fundamental reserva
tions about accounting practices and accounting purposes.”

And, in fact, he had earlier written an
article which reflected that kind of reservation.

He
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attended, and we received this letter back from him:

”I

would like to take this occasion to thank the American

Institute for your hospitality during the San Francisco

meeting.

The meeting itself was great, I thought.

I

would like to tell you that in all of my recent dealings
I have been especially impressed by the attitude of CPAs,

their sincerity and their efforts to do a really good
job of presenting the financial facts to the people.

I

believe it is one of the high class professions in this
country today.“

There is a man who had a 180 degree change

of attitude toward the profession as a result of sitting
down with our so-called faculty at one of the seminars.
Among other things we do is our advertising,
recruitment to advertising in college newspapers.

This

year ads were put in, I think it was 40 undergraduate

newspapers and these certainly created and designed to
change the kind of image of the CPA which has been refer

red to here.
We also have run an ad--two ads, as a mat

ter of fact.

Here is one of them in the special college

edition of Time magazine (indicating), and there is a

full page ad.

"Show business, ad business, aerospace; a
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CPA can be in all of them.”

This has a circulation--it

goes just to college students--600,000, of whom 63 per
cent are men, and so far we have had 360 requests for

further literature from 209 schools.
You have all, I suppose, seen "The Making

Of A CPA," the booklet which we published two years ago
which, of course, was deliberately directed, specifically

directed to changing this kind of image.

So far we have

had orders for 55,000 copies; it’s gone back on press two

or three times.

In February of this year we put out the
booklets "Designers Of Order," and I think there are some

on the table back there in case any of you have not seen

it.
Besides our own news releases we prepare
feature stories and distribute them to the state societies
for them to distribute, in turn, to the smaller newspapers,

the weeklies and smaller dailies that we do not reach

from New York.
One of the things that can be done by every
man here is to see that these materials are used.

develop the materials, but they have to be used.

the clippings we get, we can detect a considerable

We can
From
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difference in the use from state-to-state of our so-called

state society news features, for example.
We know that the material is acceptable
to the newspapers because in many places it is used by a

great many of them.

And then in other instances we get

no playback at all which would seem to indicate that this
material is not being taken advantage of.

The same thing would be true with "Designers

Of Order,” for example.

I know that John Lawler sent out

copies to quite a few managing partners, particularly in

the multi-office firms, to suggest that they might like

to have copies to put on reading tables in their reception
rooms.

I don't know how many have done that yet, but this

is certainly a use.

I think that about covers--at least in a
nutshell--some of the things we do.
We have seen this particular reference, as

a matter of fact, the mentality of a CPA.

Perhaps some

of you have not seen one which was called to my attention,
as a matter of fact, by my wife.

It was an article in the

Sunday New York Times magazine here recently about divorce

and it was quoting a divorcee.
you a couple of parts of it.

I would just like to read
She said (reading):
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”'We have tried to work our divorce out
amicably,’ said Mrs. G., a fashion coordinator whose
marriage ended after 17 years.

He’s an accountant; need I

when I was very young.

say more?’”

’We were married

(Laughter)

I would say that if that really is a wide

spread problem in the profession, I don’t think we in
public relations can do very much about it.

PRESIDENT KESSLER:

(Laughter)

Thank you very much, Stu.

You know, that’s a pretty complete answer.
It reminds me in a way of the little boy who asked his

father a question one evening.

The father was busy read

ing the newspaper and said, ’’Don’t bother me, go ask your

mother.”
And the boy said,

that much about it.”

”I don’t want to know

(Laughter)

I am going to call on some more people.
I have already called some of these questions because I

am going to close this off within ten minutes at the most,
If your question doesn’t get answered, write in and we

will try to answer it.
A question?

MR. DAVID ZACK:

I’m David Zack from New York
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and I’d like to ask a sacrilegious question.

I am en

couraged by the fact that corporate practice was anathema
not too long ago and it is now accepted.
It seems that we have a great product, we
know that we have a wonderful product and a profession,

but the name is wrong as far as the public is concerned.
And I am aware of all the blood, sweat, and tears that

have gone into the development of the title of the CPA.

But since the name is wrong, instead of
trying to sell the wrong name on a great product, how

about changing the name?

Must we always be called ’’ac

countants,” or must we continue to try to change the title
of accounting?

Maybe there is a better title that we can

use, particularly in view of discussion yesterday about

encouraging management services people getting other
people in.

And since the scope of the profession has

changed so greatly, why must we limit ourselves to a title
which has such a bad odor, perhaps, in the eyes of the

public, and which is so closely identified only with one
aspect of the profession, the attest function?

PRESIDENT KESSLER:
MR. ZACK:
find a new name.

Have you got a suggestion?

I suggest you appoint a committee to

(Laughter)
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PRESIDENT KESSLER:

He mentioned incorporation.

Someone asked for a show of hands of how many firms either
have incorporated or intend to incorporate.

any?

Do we have

One, two-- I don’t know, I’m assuming they’re not

partners.

If your partner raised his hand, one of you--

But anyway, it is a small group; one, two, three.
I am going to go very quickly.

Bill

Bruschi, would you get on your feet and let me throw

these all at you at once, and then I am going to ask
Wally Oliphant a question; I am going to ask George Taylor

about some complaints; and then I am going to ask Ralph
Kent on legislative relief; and Marshall Armstrong on

displacement.

I don’t know if we can do that in the next

five or ten minutes.
Somebody wanted to know about the content

of the CPA Examination, Information Retrieval System and
possible student membership.

time.

Take all of them--one

at a

(Laughter)
MR. WILLIAM BRUSCHI:

They are all very good

questions, Lou.
With regard to the content of the CPA

Examination, we have completed a major study with regard
to the content.

The findings of the study were presented
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to the Board of Examiners, the report accepted at its
last meeting, and the charge came to the staff to rewrite
information for CPA candidates.

The revised edition is

now at the printer and we expect the booklet to be avail
able in the summertime.

At that time we will also have an article
in the Journal pointing out the significant changes.

The examination itself is continually-

undergoing evolution so that the changes are not going to
be as marked as might be expected.

However, if we were

to look back 10-15 years ago from the point we are at now,
we would undoubtedly see substantial changes.

One of the major forthcoming changes in the
examination, however, is the stepping up of the matter of

the testing of quantitative techniques.

In fact, in the

next few years we are going to bring more and more in the

matter of linear equations, statistical sampling probability,
and even some problems dealing with the matter of calculus.

PRESIDENT KESSLER:

certificate.

I'm sure glad I got my

(Laughter)

MR. BRUSCHI:

With regard to the matter of test

ing the competence of CPAs in the field in these topics--

and this would involve testing the committee members
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themselves--the committee remained silent.

(Laughter)

With regard to the second question you
raised, I believe it was, the matter of student membership,

the Institute’s Committee on Relations with Universities

has this matter under study.
I believe the philosophy here is that

there is a strong feeling for opening the Institute--or

recommending opening the Institute to student membership
so that the neophytes, the people studying at the collegiate

level will begin to develop the idea that they are prepar
ing for entry to a profession, rather than the mere amass
ing of technical knowledge required to get a good job and
pass the CPA examination.

The problem we encounter here, however,is
if the mere membership in an Institute and thus receiving
literature and the like would serve this need?

Or rather,

would it not be more realistic to urge state societies to

open their ranks to student membership?

As a result

therefore, the students themselves could benefit from
rubbing shoulders with members of the profession; that is,
attending meetings and the like.

We have a lot of work to do in this area
of student membership and if such a recommendation is
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forthcoming, it is a matter of presentation to Council,

a change in the Bylaws, and so forth.

With regard to the Information Retrieval
System, the third point, this is a new project which has

been assigned to me which means I will be leaving the CPA
Examination.

The transition over to the work on a In

formation Retrieval System will have to be quite gradual.

My successor, Dan Sweeney, will gradually pick up the
reins of the Examination.
we have seen.

The exam is a big business as

We are now verging on having revenues of

about a million dollars for examination services, and

obviously the outgo should be no more than a million.
We have a substantial staff.

At the peak

of our activity we have 165 people to direct, as well as
the matters of relations with the state boards and other
bodies.

It’s not possible to leave this activity suddenly

and move to another.

So the transition of my efforts to

the Retrieval System will have to be a little slower.

When we get around to this--and I expect
I will be picking up this activity during the summertime--

our effort here is going to be to devise some sort of a
system, based upon a computer, that will be useful to the

profession at large.
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To give you some examples of what this
means, one of the major firms has been developing an in
dex, a means of cataloguing literature and other writings

in accounting matters.

Mind you, our Retrieval System is

intended initially to be limited to accounting matters and

exclude income tax features.
Well, this firm has been working for about

a year--and it has had 11 people working on the System
off and on--the indexing method itself.

It is patterned

after the indexing method developed by the Joint Engineer
ing Council which has some 50,000 items in it.

It is

estimated that this index for accounting topics will have

about 10,000 items.
Therefore, once we have the index--and the
firm has offered it to the Institute--we may pick up the

activity ourselves and try to have it finished sometime in
the coming year.

Once we have this index method then we
will begin to catalogue the material available under these

various topics.

These topics will be writings, pronounce

ments , bulletins , the reports to the S.E.C., S.E.C. pro
nouncements, the disclosure of information and annual

reports and the like.

The information, once it is
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catalogued in the computer, will then be available to the

membership at large.

Presumably there would then be

terminals or outlets in various locations, perhaps in the
major practice offices.

Our computer in New York would

be queried on a particular topic and then there would
come back to the particular firm a bibliography of writ

ings on the topic itself.
Based on this, then, the research could
move forward.

It’s estimated about 30 to 40 per cent of

the researcher's time is devoted to merely finding the
material and then he begins to digest it.

We can save

some 30 to 40 per cent of the researcher’s time.
This topic is quite broad, Lou, and I
don’t know how much further you want me to go.

PRESIDENT KESSLER:
time.

Well, we are running out of

I am going to have to close it off.
I am even going to answer this other ques

tion for George Taylor about speeding up the mailing of

Institute publications and the handling of orders.

I

have been assured and reassured that that situation is
being corrected.

The other question I was going to ask

Walter Oliphant has to do with paraprofessional staff
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systems, something below the usual professional level.
If the person who wrote that would write in, we can get

some information on it.
I was going to ask Ralph Kent about legisla
tive relief from the unlimited liability imposed under
the Securities Act.

But that you will hear about, I am

sure, in the very near future.

So I would like to ask Marshall Armstrong
to come forward, and I have just one last question; if
you can give a very quick report on the displacement of

firm’s committee activities.

And take the mike over

there (indicating) if you will, because I am going to ask
you something else and then we will have a coffee break.

MR. MARSHALL S. ARMSTRONG:

Thank you, Lou.

I think the committee to study displacement

of accounting firms from engagements related to registra
tions under the 1933 Securities Act certain appreciates

this opportunity to just briefly report the progress.

I think most of the Council members appreci
ate the fact that President Kessler appointed this commit

tee as an implementation of a recommendation made by our

Immediate Past President, Ralph Kent.

Ralph indicated

in his final speech in Los Angeles that he would view the
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displacement problem as one of the three major problems
of the profession.
So this small committee has been charged
with the responsibility to study the problem of displace

ment and we are in that process at the moment.
We had an organization meeting in January

in New York, and having just come from a six-year term on
the Principles Board, I was accustomed to subcommittee
activity so we immediately appointed three subcommittees,

and simultaneously we are undertaking three different

segments of this problem.
We are trying to study the anatomy of dis

placement; we have organized and have released, as a
matter of fact, a questionnaire.

Most firms represented

in Council I am sure have received this questionnaire
since it was mailed to the 2400 firm members of the

Accounting Research Association.

As a result of the re

sponses that we do receive from the questionnaire, we

hope then to understand the anatomy of displacement and

see whether or not we do have a problem that we can deal

with.
At the same time, we have a second sub
committee that is attempting to develop some ideas as to
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how we can have a continuing relationship and liaison
with the underwriting fraternity.

That is under way and

is making I believe, very good progress.
The third subcommittee that is operating

at the moment is attempting to develop an educational
program, not only for CPA firms to help them understand

how they might proceed if they are threatened with dis

placement, but also attempting to develop some thoughts
on an educational program that might inform underwriters
that there are many first of CPAs in this country that
are perfectly qualified and certainly are sufficiently
independent to undertake the very high risk work under the

1933 Securities act.

And so the final plea I would make, Lou,
at this brief point is that all of you respond to the

questionnaire.

As of the 23rd of April we had received

300 responses indicating some case studies of displace
ment, some case studies of successful avoidance of dis

placement.

But we do need response to the questionnaire

and we would love to hear from each and every one of you
by the 15th of May if at all possible.

PRESIDENT KESSLER:
just a minute.

Now stay where you are for

I had these questions raised.

I was going
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to ask Ralph Kent to speak about this liability matter
and I thought I would call him up here because he prob

ably feels some nostalgia sitting there instead of being

up here.
But all of you who have been in a relay

race are quite aware of the fact that when the baton

passes, the next man to receive it must stand just in
front of a certain line and the baton must be passed be
fore the man reaches another line.

The line, as far as

the Institute is concerned, the track is divided into

three six-month sections.

So you run along with this

baton and you go for six months and you find a successor,

and together you run along for six months and the baton
is passed, and then this poor fellow it out there all by

himself for six months.

And then, by golly, he sees

another fellow there at the end of six months and he

starts going along with him and gives the baton; so the
thing goes around.

Now, here’s Ralph Kent (indicating), and
there’s Marshall Armstrong (indicating), and I am going

to ask Marshall to introduce the nominees for Vice Presi

dent for next year before we have our coffee break.
MR. ARMSTRONG:

Thank you, Lou, very much.

I
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appreciate that opportunity.

When Lou said he wanted to introduce the
nominees for next year’s administration, it was with the

clear understanding that there were to be no campaign

speeches, and I assure you we will not undertake such a
program.
I do want to compliment the Nominating
Committee for having provided at least the presidential
nominee with an excellent slate of Vice Presidents, and

also a Treasurer.
I would like to make it clear at this

point that if I am successful in the election, come
September, these four or five men will be put to work.

This is going to become a working five-man temporary

officer group, I assure you.

So I would like to introduce these men to
you without giving you any of their background; most of
you know them, but some of you may not.
Iowa, of course, is represented by Ivan
Bull, a partner of McGregor, Hanson & Dunn and, Ivan, I

would like for you to come to the podium, please, and

stand up here just a moment. (Applause)
The great State of California is represented
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by Donald Burns whom many of you know.

Donald is a partner

of Arthur Young & Company.

Don, do you want to come up?

(Applause)

You have already met the next gentleman,

he was on the program yesterday and again today, slightly,
From the State of New York, Lee Layton, partner of May,

LaFrance & Company.

(Applause)

And, of course, the man we heard from

yesterday--the State of Texas can never be left out.
want you to greet Harry Ward.

I

He is a partner of Leather

wood and Ward.

Harry, are you with us this morning?
(Applause)

I bring to you the apologies of Walter

Hanson who didn’t realize, as did any of us, that Lou
wanted this little introduction this morning.

Walter

wants me to assure you that he is willing to accept the
nomination for Treasurer of the Institute, but he had to

go back to work.

Further, he wanted you to know that he

was not out playing golf.

(Laughter)

I can only say to you, Lou, that if this

group is successful in being elected this fall, we will

certainly dedicate whatever time is necessary to the
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continuing welfare of our great profession.

PRESIDENT KESSLER:

(Applause)

Thank you very much.

Now, for the long-awaited coffee break.
(Thereupon a brief recess was

taken, after which the follow
ing proceedings were had:)

PRESIDENT KESSLER:

Will you please take your

seats.
We have four items on the agenda scheduled

at about 15 or 20 minutes apiece, and by my calculation
that should be a little ahead of 12:30.

This is follow

ing the program for my concluding remarks which might
consist of a request for a motion to adjourn--and that

shouldn’t take long.
Some of you have limousines to catch.

No

one here on the staff of the Institute feels comfortable
about walking out during John Lawler’s talk which will be
at the conclusion, so we will move right along and we

think a 12:30 adjournment is doable.

At this time I am going to call on Willard
G. Bowen, President of the National Association of State
Boards of Accountancy.

Willard has an impressive record of
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professional activities.

He has served on the Colorado

State Board of Accountancy and on numerous committees of
NASBA and the Institute and the Colorado State Society.
As Chairman of NASBA's Committee on Ethics

Examination, he was instrumental in encouraging many
state boards to adopt open-book ethics examinations.
He is currently a member of the Institute’s

Board of Examiners and Chairman of the Institute’s Pro
fessional Ethics Committee on Relations With State Boards.

As a former member of the Illinois State
Board, I am also a member of NASBA and as such, I am

deeply interested in Willard’s topic "NASBA’s Role In The
Accounting Profession.”

Willard?

(Applause)

(Thereupon Mr. Willard G. Bowen
presented his prepared address
which was not stenographically

reported.)
(Applause)
PRESIDENT KESSLER:

Thank you very much,

Willard.

Our next topic is ’’The Institute And State
Societies - Partners For The Profession’s Progress.”
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Vic Feldmiller, Executive Director of the

Ohio Society of CPAs, is President of the State Society

Executives Association whose members are State Society
Executive Directors.
Because of the close relationship between
the Institute and the state societies, and because of the

increasing importance of the staff of the state societies
in maintaining this relationship and in furthering the

goals of our profession, we have asked Vic to attend this

meeting as our guest and to address the Council on the
topic that I have just indicated.
Vic?

(Applause)

MR. VICTOR A. FELDMILLER:
Members of Council and Fellow Guests:

President Kessler,
It is indeed an

honor for me to be here today to represent the State

Society Executive Directors and the members of SSEA.
I felt that for an individual who had only

held the title of Executive Director for three years to
be president of this organization was a tremendous responsi

bility.

Today, to be the first of this group to be pres

ent at this meeting, I feel very humble.

When Mr. Kessler

called me in December, I was sure there had been a mistakes

made when my secretary told me it was Mr. Kessler.

It

318

certainly ended 1969 in a very fine way for me, and as a
wonderful start for the 1970’s.
Just what I could impart to this group has

been on my mind for some time and I thought perhaps the
best for our initial presentation would be to talk a
little about the State Society Execs Association, what it

is and what it does.
President Kessler has said it is made up

of the full time Executive Directors and secretaries of
the state and regional and territorial CPA societies,

institutes and associations.
The first meeting of State Society Execu
tives and Institute personnel was held in 1950.

SSEA was organized with ten execs in attendance.

In 1951,
With

the growth of state societies there has been an upgrading
of this full time professional staff.

At the present times

there are approximately 30 full time Executive Directors
or Executive Secretaries and 15 part time.

Of the 15 part

time, several of these are associated with the Accountancy

Boards, so they are giving almost full time to the profes
sion .
This year the State Societies Execs Associ

ation has a membership of 3^ dues paying members.

Of
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course, all of the State Society Executives are invited
to our annual meeting and educational activities.

This

is one of the main purposes of SSEA, to strengthen the

executives in the various state societies.
Just as AICPA has as one of its objectives

to have a competent staff, it is felt that the state

societies should also have a competent staff to perform
and plan activities for the profession in the state.
As memberships increase, more funds are
available, more services are needed; as a result, staffs

increase.

It is interesting to note that there is usually

one staff person in a state society for every 700 members

with two exceptions; California and New York have about
one staff person for every 350 members.

What else does SSEA do?

What are its

activities ?

Annually we hold a two-day meeting just

prior to the AICPA Convention at the site.

We have a

business meeting in which officers are elected, and hold

educational sessions.

Over the past few years, the format of these
sessions has changed.

Sometimes we spend the entire two

days with a resource leader discussing such subjects as
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motivation, management, and publications.

It was at this

meeting that we got first exposure to Dean Hayes, one

which we were very, very glad to have.
Other times we have seen fit to divide our

meeting into three main categories:

One, a resource

leader where we can improve our own ability; two, to

become familiar with what programs the Institute is plan
ning and areas where programs are going to be introduced

during the year.

The third part is dedicated to hearing

what other state societies are doing, how execs’ and

staffs’ committees have been working to solve the special

programs and problems of that state.
Many times at these meetings we hear of

an activity and before long you hear of it in another
state.

The Illinois Dial-A-Tax Question is one of them.

In planning these meetings we work very
closely with the American Institute staff.

In fact, I

think before we started working with Nancy Myers she was
a brunette, so you know the problems we give her at times

At all of these meetings the future of the
profession is kept foremost in mind.

Questions such as:

”What should we be doing to encourage more of the top

students to enter the profession?”

”How can we best

321

persuade legislators to enact properly administratable
tax legislation and forward accountancy laws?”

can we obtain an appropriate PR program?"

"Where

"What needs

to be done to encourage more people to attend professional

development programs?"

All were subjects of recent meet

ings .
At these meetings, as I mentioned, we dis
cuss with the American Institute staff what is needed in

specific areas and they inform us of possible areas in
which they can help us.

State societies and the American

Institute have one big outstanding asset; that is the

membership.

In many cases we are serving the same

members.

A few years ago in Ohio I found that
approximately 70 per cent of the members of the Ohio
Society were also members of the American Institute.

There were a few who were members of the Institute and
not the Ohio Society, and a few of the Ohio Society and
not the Institute.

We owe it to that large percentage

to have a good, sound program, one in which there is no

duplication of effort.
Certainly the states, where one is conduct
ing a program, should share it with the others so that
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there is no duplication of effort there.

There are many

things that we can do and share in this way.

In several areas I think that we have been
looking at over the last few months inasfar as SSEA goes

has been in presenting a more formal program for the
membership.

At our meeting in September in New York we

will be presenting to the membership a set of Bylaws for

them to give consideration to.

We think that this will

make SSEA a better organization and one in which coopera

tion with the American Institute can be more formalized.
Areas of cooperation have existed between
the Institute and the state societies for many years.

More recently they have been of a more personalized nature.
One example has been the conference held last July in New

York where representatives of 12 states, Executive Direc

tors and public relations people discussed with the staff

of the Institute the problem of public relations of the
profession.

Many ideas came from that for both the

Institute and the state societies.

I personally felt that the execs became

more aware of the problems of the Institute, and the

Institute aware of state society execs’ views.
Other areas in which this can possibly
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extend are in the areas of professional development,
professional ethics, and legislation.
Perhaps the state society execs with their
long term experience--and some of them have served their

state societies for as long as 20 years--can work with

committees at the American Institute planning programs
such as the Ethics Conference and the Legislative Con
ference .

When President Kessler invited me to this
meeting he mentioned the concurrent membership and the

formation of a tax course that would discuss phases of
this.

Representatives on this task force would include

Executive Directors from various state societies.
The partnership of the American Institute
and the state societies received one big boost several

years ago when the Leadership Conference for state society

President-Elect and Executive Directors was initiated.

That program has grown over the past few years so that all
state societies are represented in one way or another.
Our partnership must be a strong one, one

that can and should be thoroughly and continually examined
together.

One without the other will not be successful.

Again, I want to thank you, and on the
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part of my wife, for your cordial hospitality here.

We

have enjoyed it and I know that all of the execs would

benefit greatly if they could be here and hear the de
liberation that you have made on many of the problems

facing the profession.
Thank you.
(Applause)

PRESIDENT KESSLER:

Thank you very much, Vic.

As a matter of fact, I called Vic on New

Year’s Eve and found that he was out attending a committee
meeting of the Ohio Society and he was back in the office
at 5 o’clock and returned the call.

Vic’s reference to cooperation and to
avoidance of duplication of effort leads into our next

topic.

You will recall, I think it was in the February

CPA, we enclosed a blue business reply card.

We got so

many of them that Miss McVicker and others in Norm
Nestler’s staff were actually blue in the face, literally,

in sorting and tabulating these cards; we got some 4,000

of them.
During the month of April I logged some

23,000 air miles, but I did put a foot down in New York
from time to time and one Saturday went in and read many
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of the comments on these cards.
Right from the beginning they ran 2-to-l
in favor of the appointment of this task force.

Gordon Tasker is going to discuss this
issue of concurrent membership.

He is a member of Council

from Connecticut, is Chairman of the State Society Rela

tions Committee.
Gordon has served the Institute and his

State Society in the many capacities over the years, in

cluding a term of office as President of the Connecticut
Society, so his interest in furthering cooperation between

the Institute and the state societies goes back many

years.
I have asked Gordon to bring us up to date
on where we stand on this concurrent membership proposal.

Gordon?

(Applause)

MR. GORDON W. TASKER:

Council:

Mr. Chairman, Members of

Concurrent membership is certainly a fit subject

in this day and age.

I have not recently looked at the dictionary
for a definition of the word "concurrent."

I suppose I

would find the word ’’simultaneous,” or the word ’’parallel”
involved in the definition.

The matter of concurrent
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membership in our profession could mean the requirement

of simultaneous membership by a CPA in both the American
Institute and his own state society.

That is, not one

without the other.

We first heard about concurrent membership
in the early 1960’s when a proposal for concurrent member

ship was defeated by a slim margin in a membership ballot
despite earlier approval by Council.
As a point of interest, one cannot help but

be aware that just recently the Institute membership again
failed to adopt another proposal approved by Council.

That, as we heard the other day, of the proposed amendment;
to the Code of Ethics concerning disclosure of violations

from APB Opinions.

At the 1969 Leadership Conference held
near Dallas, Texas, our President, Mr. Kessler, told the

State Society President-Elect and the Executive Directors
that in his opinion one way to strengthen relations between

the Institute and state societies would be to establish

concurrent membership.

Before we discuss the study approach to
be taken on this matter of concurrent membership let’s

discuss some of the pros and cons of such a membership
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requirement.

Also, let me preface these remarks by saying

that the autonomy of the state societies will in no way
be jeopardized by a concurrent membership requirement.
I have every reason to believe, and so state, that the

Institute is not seeking to take over the function of
state societies.

And as a member in good standing of

a state society, I know the societies would never permit

it.
So let us put that fear to rest once and
for all.

Now, what are some of the alleged dis
advantages to be noted?

One: It is perhaps unfair and

unwise to force a CPA to belong to both professional
organizations when, for his purpose, only one of the

organizations serves his needs.

There could be a deteri

oration of membership as a result of a concurrent rule;

either a deterioration in Institute membership, or in that
of a state society.
Two, dual membership:

Apart from the

aforementioned point, dual membership would probably mean
increased dues costs to those persons now members of only
one or the other of the organizations and would present

a financial hardship for the younger practitioner.
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While a state society would retain

Three:

its complete autonomy, nevertheless it cannot avoid being
subject to control of those representing the Institute,
even though that control may be indirect and not intended,

such as in the design and the carrying out of a public
relations program, which has to benefit both the Institute

in the natural image and a state society as the grass

roots organization.

To some people coordination means

control.

Four:

In the eyes of some practitioners

the possible carrying out by the Institute of certain
administrative functions for a state society, for example

dues billing, would weaken a society because that society

would no longer be completely on its own in all respects.
Thus, the principle of "Let George do it" might take over
and could set in with a resultant decay in the moral

fiber of that society.
Five:

Another argument against concurrent

membership is that of "Leave things alone.

The present

arrangement seems to be reasonably satisfactory to the
majority.

Why change it for something which is untried.

The Institute has enough things to do, enough things to

take care of right now."

While I am sure there are many,
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many other reasons that might be advanced against con

current membership, I will not attempt to enumerate them
today.

Nor will I seek to refute the arguments against

concurrent membership.

Such is not the purpose of my

appearance before Council this morning.

Nor am I presently

an advocate or an opponent of the matter of concurrent
membership.
Let us now spend a few minutes on what

some of the advantages could be from concurrent member
ship .

One:

As I have stated many times, we have

but one profession and we have but one program, broad
as that program may be.

And it takes both the state

societies and the Institute to carry it out, and to carry

it out well.

Concurrent membership would be entirely

consistent with, and actually strengthen the one profes

sion concept.
Two:

Duplication of effort and related

expense could be reduced through such an arrangement.
For example, it might be that one or the other of the
organizations would bill for both, do the follow-up needed,

and remit the funds when collected.

Perhaps a small sav

ings on the surface, but extend that coordination to other
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administrative matters such as admission applications and
procedures, membership, promotion, and so forth; then the
savings and expenses appear to become worthwhile.

Those of you that have actively participated

in state society affairs are familiar with the matter of
violations of rules of conduct; the time spent as well as
the time lost because probably the state society is
involved, the American Institute is involved, and the

State Board of Accountancy is involved.

I question if

that complex structuring will be permitted to stand much

longer in this present environment of ours, let alone the
desirability of such.

I could enumerate many more areas of dup
lication of effort and costs, as well as benefits of
concurrent membership, but I think it well to move along
in the remaining few minutes I have.

However, I do think you should be aware of
many of the tangible benefits, as well as intangible bene

fits, which have resulted from the areas of coordination
to date, notably the Annual Leadership Conference sponsored
by the American Institute for state society presidents

elect and Executive Directors; the Annual Meeting of the
State Society Executives Association which Vic just a few
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minutes ago referred to; the National Legislative Con
ference, and so forth.

Now, you will be interested in the results

of the informal poll conducted earlier this year through

the means of the blue questionnaire which appeared in the
February issue of The CPA.

It was also in that issue

that the discussion on concurrent membership by President

Kessler appeared, and I suggest that when you return to
your offices that you get that out and have a rereading
of it.

The figures I submitted to you are based

upon tabulation cut-off as of March 31st.

There were

4,048 responses of which 2,752 or 68 per cent, were in
favor of the idea of studying concurrent membership; a
rather interesting response.

However, we should not

fail to realize that the returns were from members of

the American Institute and perhaps, incidentally, members

of state societies.

Since the ballot did appear in an

Institute publication, the returns might well be biased

as compared with returns in response to a ballot which
had been issued by a state society to state society mem

bers, many of whom may not be members of the Institute.

Nevertheless, it is interesting to note

332

the percentage of favorable response from some of the
large state societies.

Those percentages were, in favor,

65 per cent, 66 per cent, 78 per cent, 77 per cent, and

59 per cent.

The lowest favorable response for any state

was 50 per cent.

That is, we had one vote for, and one

■

vote against.

(Laughter)

Of the 2,750-odd responding favorably,
1591 are in public practice.

Also of that 2,750-odd,

2550, approximately, are members of state societies.

Certainly the response to the ballot was such that the
matter of concurrent membership not only deserves, but,

I believe, requires study.
The next step will be for a task force

composed of representatives of the State Societies Execu
tives Association and members of the staff of the American

Institute to be appointed to study the matter and all of

its related problems, which would have to be considered
before concurrent membership could become a reality.

And

it would seem to me a part of that study would be whether

or not there were any legal implications involved to a
concurrent membership requirement.

Presumably the results of the task force

effort will be made available to the Institute Committee
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on Relations with State Societies.

I would expect our

committee to then take the matter under advisement with
the directive of presenting a recommendation one way or
the other on concurrent membership to the Institute Board
of Directors.

There are, of course, many details to be

resolved and approaches to be considered, assuming the

direction tends to be one of concurrent membership, such
as the forms of agreement to be entered into between the
state societies and the Institute.

Also matters such as

the status of individuals in a state who are presently
a member of only one of the two organizations at the

effective date, and many, many others.
I would assume that any concurrent member

ship arrangement would be on a voluntary basis, state by

state; nevertheless, all possible approaches must be
considered.

Since the Institute Committee on Relations
with State Societies over the last five years has been
made up solely of Institute members who are past presi

dents of their respective state societies and active in

society affairs, I believe I can assure you that that

committee will not lack in activity.
Thank you for this opportunity of discussing
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concurrent membership with you.

(Applause)
PRESIDENT KESSLER:

Thank you very much, Gordon.

The tabulation that is available has been
broken down by states and by the situation of the member,
whether in practice or in industry, it is broken down

whether the person is a member of both; it has been tabu
lated forwards and backwards and sideways and crossfooted

and downfooted, and it is a complete tabulation of all

the responses.
With the advice of John Lawler and Vic
Feldmiller

I have selected five representatives of the

State Society Executives Association, pretty well scat
tered throughout the country and from large and small

states, and four staff members of the Institute, and that
group, letters will go out inviting them to serve and the

task force will begin to communicate with each other and
get started and probably have a full meeting in September
in New York.

Now, it’s not quite high noon and we are
going to hear again from a man who needs no introduction,
"The Divided House Revisited,” by John Lawler.
MR. JOHN LAWLER:

(Applause)

Last spring in submitting a
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report which carried an ominous title that is echoed, as

you have noted, in the present one I mentioned that I was
engaged in a pilgrimage in the profession, conducting a
series of interviews with a number of prominent members

on the current state of the profession.

I have conferred with 16 of them, managing
partners of a substantial number of the national firms,

as well as practitioners in local and regional firms.
The interviews usually lasted about five hours; one con

tinued for 12 hours until the witching hour of midnight.
The conversations ranged over a vast array of topics:

The

public’s attitude toward CPAs; the task of delineating
standards of financial reporting; the performance of the

APB; the need for an expanded research program in auditing;
the question of specialization; the role of the Institute
and the state societies, to name only a few.

It would be impossible in the time allotted
to me to provide you with a full review of the varying
viewpoints expressed in these interviews.

I can say this

with considerable confidence because I have already tried
to do just that in the summary which must contain 30,000

words or more, and even it fails to do justice to the

participants in this exercise in introspection.
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Consequently, rather than meander over

all of the topics covered in the interviews, I would like

to focus on one which seems to me to merit some thoughtful

attention.

That is the competitive element in practice.

(Thereupon Mr. John Lawler pre

sented his prepared address
which was not stenographically

reported.)

(Applause)
PRESIDENT KESSLER:

John, I think that applause

gives you some indication of the warmth of your message
and the inspiration of it, and how it has been received.

We heard from Len Savoie on living with a

high profile and we have heard from John Lawler on living
with high character.

I think that sets the tone for us

to take back with us as we go back to our respective

practices.
We are now coming down to the wire.

I am

sure that you will agree that we have covered many topics,

Nevertheless, there may be some things that you had on
your chest and didn’t have a chance to get off your chest,

We do not have a postal strike at the moment--I at least
haven’t heard of one in the last few days--so we will have
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lines of communication if you want to communicate with the

Institute.

You know, of course, that as the Institute
grows these meetings become perhaps less of a debating
society and more and more a reporting forum.

We hope,

we have tried to meet the needs of the greatest number

of you.

We have tried to adhere to a fairly rigid time

schedule and maybe we have prevented some of you from
saying things that you would like to say.

But nevertheless, we are about ready to
adjourn and I know that some of you are anxious to get

away.
Your program this morning says New Business

and Forum.

Now I can assume that we had some New Business

in that session, but in order to make this absolutely legal

I think I have to refer to Unfinished Business or New

Business.
frame

But legal counsel has advised me that I may

that in the negative.

in other words, it is per

fectly proper for me to say "May I assume there is no

New Business to come before Council?”

(Laughter)

And then I can say, "Hearing none, it is
in order to call for a motion to adjourn.”
please say, "Aye.”

All in favor

This meeting is ad
journed.

(Applause)
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(Thereupon the meeting adjourned

at 12:20 o’clock p.m.)

